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EXECUTIVE SUMMARY

Proposed Rule 13182R131PR 1315 has been developed to formalize AQMD’s accounting
methodology in tracking debits and credits to ffset budget under its New Source Review
(NSR) program. The accounting methodology conthiné2R131%R 1315will be used to
annually demonstrate that emissions increases $mntes which are not required to provide
their own offsetsi(e., sources whose offsets are provided by AQMD) atarzed by credits
held in AQMD’s offset accountsPR131HR 1315applies exclusively to AQMD'’s offset
accounts. Therefore, the accounting methodologyegpiivalency demonstration requirements
of the proposed rule will not impact holders of Esibn Reduction Credits.

AQMD’s NSR program is defined in and establishedegulation XIIl — New Source Review.
Most recently in 1996, EPA SIP-approved AQMD’s Riagjon XllI establishing that AQMD’s
NSR requirements and the federal NSR requiremeatpragrammatically equivalent As part

of this SIP-approval, EPA required AQMD to trackibemission credits and emission increases
from major sources not required to provide emissioffisets to make annual showings that the
aggregate emissions offsets provided by AQMD foissian increases pursuant to AQMD’s
NSR program exemptions are equal to (or greaten) tihe aggregate emissions offsets that
would be required pursuant to the federal NSR requénts. Emissions offsets are emission
reductions created at one location to compensatdalance emission increases at another,
different location. AQMD’s NSR program requiregatlemission increases are offset by
emission reduction credits provided by the applicarby allocations from the priority reserve
pursuant to Rule 1309.1 — Priority Reserve or ftbeoffset budget pursuant to Rule 1309.2. —
Offset Budget. The federal new source review mogdoes not include the exemptions listed in
Rule 1304. Therefore, major sources exempt unde&r K304 are not exempt from the offset
requirements of federal NSR. As a result, AQMDmtains offset accounts from which it
provides offsets for federal major sources exemgrhfAQMD’s NSR requirements pursuant to
Rule 1304 and for federal major sources which kexeffsets from the priority reserve or the
offset budget. AQMD tracks all disbursements fittiese offset accounts, as well as all deposits
to them. The results of this tracking are aggredjaind reported on an annual basis. These
annual reports summarize the disbursements frond@pdsits to AQMD’s offset accounts, as
well as the running account balances. They alswodstrate programmatic equivalency
between AQMD’s NSR offset requirements and fedd@R offset requirements contained in
the federal Clean Air Act for such sources. PrepdRule 1315 FederalNew Source Review
Tracking System is intended to formalize AQMD’s @ating methodology for its offset
accounts and AQMD’s equivalency demonstration apanting procedures.

BACKGROUND

In general, the Federal Clean Air Act requires,thatong other things, emission increases of
non-attainment air pollutants from new and modifiederal major sources be offset with
emissions reductions. The AQMD has implementeN &R tracking system to demonstrate
adequate emission reductions for sources exemptdraission offsets requirements under

! Subsequent to that, in June 2006, EPA SIP-appra@dD'’s most-recent (post-1996) amendments to Rule
1309.1.
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Regulation XIIl — New Source Review, which are otiee subject to offset requirements under
the federal NSR program. AQMD staff has preparatual reports which track credits and
debits for each year and present the remainingibataof credits in AQMD’s offset accounts.
The NSR tracking reports go back to the year 188@ch was the year when major amendments
were made to AQMD’s Regulation XIII. A key sourgkcredits in the tracking system in the
past has been orphan shutdowns of major sourctgr €redit sources have been “negative
NSR balances” resulting from permit actions profa990, and the “BACT discount” currently
required by Regulation XIIl when banking emissieduction credits (ERCs).

In 2002 AQMD adopted an Offset Budget rule (Rul®@9.2 — Offset Budget) as part of

AQMD’s NSR program to address some of the shontegblems with ERCs. As part of the
discussions between EPA and AQMD regarding Rul® I3 EPA raised some questions related
to the credits in AQMD’s offset accounts for usetie Offset Budget rule. Among the key
issues raised by EPA are the following:

« creditability of pre-1990 emission reductions, attrly availability of existing records
associated with such reductions;

« creditability of reductions resulting from the BA@iscount of newly-banked ERCs,
since the discount is presumably also used tofdtie federal time of use discount
requirement;

e baseline calculation procedures to assure an ‘diaseline;

« surplus adjustment at time of use of credits inttheking system; and

» consistency of credit use with assumptions in tiaéeSmplementation Plan (SIP).

EPA staff requested that these issues be resaivedier for EPA to approve amendments to
Regulation XllII as a result of adoption of Rule 23 which establishes an “Offset Budget.”
EPA staff has also requested that AQMD adopt aspézifying how the tracking of debits and
credits will occur in the future. Therefore, EPRdaAQMD staff engaged in a series of
discussions to develop a proposed revised NSR ihg&ystem intended to demonstrate
continued equivalency of AQMD’s NSR program witldéeal NSR requirements and to address
EPA's above-described concerns. Proposed Rule 28&8eralNew Source Review Tracking
System PR131FR 1315, as well as certain of the proposed amendmerksite 1302 —
Definitions (PAR1302), represents the result of fviocess.

DISCUSSION OF PROPOSED RULE 1315 FEDERAL NEW SOURCE REVIEW
TRACKING SYSTEM

AQMD staff has developed a proposed rule which fdizes AQMD’s NSR tracking system

and includes several modifications to the proceslused in the existing tracking system. The
proposed revised procedures include eliminaticallafredits for which AQMD no longer

retains documentation. AQMD has also included tamithl classes of credits in the tracking
system, namely orphan shutdowns of minor sourcé#rer surplus reductions. As a result of
these proposed modifications, and even with thieigan of the minor source orphan shutdowns
and other surplus reductions, AQMD's previouslyenépd 2002 offset account balarfcés all

2 This was the latest NSR Annual Report utilizing #xisting tracking procedures.
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pollutants, except for NGxwill be reduced, depending on the pollutant, foyrf 37 % to 81 %.
Several elements of the proposed revisions to AQMEicking system contribute to these
reductions, as discussed below, but the singleezteof the proposal with the greatest
contribution is the reevaluation of pre-1990 credind proposed elimination of all credits for
which AQMD no longer retains documentation. Agsutt of this proposed change, AQMD’s
pre-1990 credits will be reduced, depending omptiikitant, by from 7 % to 92 %. The specific
amounts of reductions for each pollutant for the-p®90 credit account balances and the 2002
offset account balances are shown in Table 1.

The detailed line-by-line adjusted credit balartbes result from the proposed modified
procedures are shown Appendix AttachmentA: AQMD’s NSR Offset Tracking—Federal
Running BalancesThe following is a more detailed descriptiortted proposed changes.

Table 1
Reductions in AQMD’s Pre-1990 Offset Account and 20 02 Offset Account
Balances Resulting from Implementation of Proposed Rule 1315

vOoC NOXx SOx CO PM10

Reduction in AQMD’s Pre-1990

0, 0, 0, 0, 0,
Credit Account Balances 58 % 7% 56 % 76 % 92%

Reduction in AQMD’s 2002

0, - 0, 0, 0, 0,
Offset Account Balances 31% 33% 43% 68 % 81 %

SOURCES OF CREDITS

AQMD has described in its annual status reportRegulation XIIl a 1990 starting balance for
offset accounts based on data available in 1998ilevidortions of pre-1990 credits were used
years ago, EPA staff has requested an accountitigeofalidity of such credits to ensure that
such credits were creditable. To that end, EPA ks raised questions about the availability of
records relating to the pre-1990 credits. To asklthe issues raised by EPA, AQMD staff spent
several thousand staff hours reviewing and reetialyiall available data for the pre-1990
credits in its 1990 starting balances. The folluyvis a description of sources of credits in
AQMD’s tracking system. The pre-1990 timeframe #m&l 1990 and beyond timeframe are
addressed separately due to differing provisionrS@#MD rules applicable to generation of
credits in these time periods.

® The 2002 NOx balance increased relative to theiusly-reported 2002 balance. This increasedsésult of
both the fact that reevaluation of the pre-199@ieds had only a minor impact on NOx (7 % reduatimmpared
with 56 % to 92 % reductions for the other fourlpiaints) and the inclusion of additional sourcesreflits into
the revised tracking system that have always begius but previously were not tracked due to tinpla supply
of credits in AQMD'’s offset accounts for all fivelutants.
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Pre-1990 Credits

Pre-1990 Permitting Program

AQMD had a robust stationary source permitting progfor both major and minor sources in
place well before 1990. Key elements of that progare summarized below:

Permit Rules

Since prior to 1976, the year that AQMD adoptedhiigal NSR rules, virtually any
construction or modification of a source has resflithe operator to obtain a permit to
construct from AQMD (Rule 201 — Permit to Constjucthe only exceptions to these
permit requirements are, and at all times weregifipd in AQMD Rule 219 — Equipment
not Requiring a Written Permit Pursuant to Regatati, which exempts certain equipment
from permit requirements due to minimal potentiahffect air quality. With the exception
of the specific exemptions in Rule 219, there reentno exemption from permit
requirements for sources emitting even relativetgals amounts of air contaminants; that is,
all sources with potential to emit or control air @ntnants, including all federal minor
sources have been required to obtain permits wbestricted or modified unless
specifically exempted by Rule 219.

New Source Review Rules

AQMD adopted its initial New Source Review ruleOotober, 1976 even prior to the
adoption of the New Source Review requirementstimdederal CAA. Originally included
in Rule 213 — Standards for Permits to Constriédt:Quality Impact, the NSR rules were
moved into a series of rules in Regulation XIII emSource Review in 1979. The rules
required offsetting of emissions increases thateded certain thresholds. The thresholds
were decreased over time pursuant to rule amendmeéior example, for volatile organic
compounds and nitrogen oxides, the offset thresindidlly was 250 pounds per day, and
was reduced by rule amendments during the 1988@gpounds per day, 75 pounds per
day, 30 pounds VOC per day and 40 pounds NOXx perattal finally down to zero,
requiring no net increase in emissions, unlessifigedty exempt from offset requirements
pursuant to Regulation XIII.

NSR Balance

Prior to 1990, in order to implement its offsetuggments, AQMD kept a running “NSR
balance” for each facility with permitted sourcd$he NSR balance included an entry for
every increase and every decrease in emissiohge &dility that resulted from a permit
action. The entries in the NSR balance were bas@daximum allowablemissionsi.e. the
maximum amount of emissions that a source could giren its physical capabilities and
permit limitations and rule requirements. Howetbke NSR balance was initially
determined for each piece of equipment which hagreviously undergone NSR analysis
(i.e., pre-NSR equipment) from attual emissions baseline for that equipment. Any
subsequent NSR activity for such equipment was ected on a potential-to-potential basis.
Therefore, a pre-NSR source modified under NSR @vbel subject to NSR on an actual-to-
potential basisife., actual pre-modification emissions to potentiattpmodification
emissions)—a very conservative approach.
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Prior to 1990, emissions offsets were required wdneermit was sought for construction of a
new source, or for modification of an existing s@jrthat would cause the sum of increases
and decreases at a facilitye( the NSR balance) to exceed the pre-1990 offsesltmid

levels.

NSR balance entries had to be quantifiable andresdble. Such entries only occurred
pursuant to permit applications with sufficient stamtiating data to ensure quantifiability,
after evaluation by AQMD engineers and review byesuisory staff pursuant to Regulation
XIll rules and implementing policies establishedtbg agency, and upon issuance of permits
or permit modifications which were enforceable urgtate law.

AQMD applied substantial resources to implementivase rules. For example, from 1985
through 1989 AQMD’s engineering staff which proebpermits consisted of between 97
and 175 professional engineers and supervisoryramagement staff. In sum, at all times
including, but not limited to, prior to 1990, AQMias had a robust air quality permitting
system—a system which AQMD believes was qualithtigaperior in terms of
quantification and reliability to any other NSR imétting system in the nation.

= Compliance with Federal NSR Requirements
In addition to being reliable, the above-descripezt1990 AQMD NSR rules fully complied
with all federal requirements. Indeed, AQMD’s N8Res were more stringent than required
by federal law in the following important respectg) offset thresholds were lower than
required by federal law and a 1.2 to 1.0 offsdébrafas used for all sources and all emittents;
(2) unlike federal requirements which allowed “blitdp’ or netting out of LAER until the
1990 amendments to the Clean Air Act, AQMD’s BA@Hfuirement (equivalent to federal
LAER) applied to any emissions increase from aividdal piece of equipmente., there
was no netting out of LAER; (3) offset ratios fab§ CO, and PM10 were greater than 1 to
1(.e, wereat 1.2 to 1); (4) AQMD had a zero BACT tlmed; and (5) the fact that the
NSR balance was initially based upon an actual ®ams baseline ensured that any increase
in potential emissions that exceeded the actuasars baseline and resulted in total
potential emissions in excess of the offset thrigshmount (which, again, was more
restrictive than federally required) would be sebfe NSR requirements. Additionally,
EPA SIP-approved AQMD’s Rule 201 as amended Jarkal990, and AQMD’s NSR rules
as adopted or amended on the dates identifiedble Ta
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Table 2
SIP-Approved Revisions of AQMD’s NSR Rules

Rule AQMD Adoption Date(s)
213 10/8/1976 (Rescinded by AQMD 6/28/1990)
1300 | (Rescinded by AQMD 6/28/1990)

1301 12/7/1995

1302 12/7/1995, 6/13/1997

1303 | 5/10/1996

1304 | 6/14/1996

1305 | 4/6/1984 (Rescinded by AQMD 6/28/1990)
1306 | 6/14/1996

1307 (Rescinded by AQMD 6/28/1990)

1308 10/5/1979 or 3/7/1980 or 4/4/1980 or 7/11/1980 (Rescinded by
AQMD 6/28/1990)

1309 12/7/1995

1309.1 | 12/7/1995, 6/19/2006

1309.2 | (Pending SIP Approval)

1310 | 12/7/1995

1311 10/5/1979 (Rescinded by AQMD 6/28/1990)
1312 (Rescinded by AQMD 6/28/1990)

1313 12/7/1995

= Negative Balances
By 1990, some facilities had negative NSR balanddgse negative balances were the
result of equipment shutdowns or process changes §)ctober 1976 which resulted in
reductions in emissions from a source. The mgjofinegative balances resulted from
equipment shutdowns. Like all entries in the NSiibce, negative balances only occurred
pursuant to permit actionske. either modification of an AQMD permit or shutdowh
equipment. Negative balances were quantified bylB@ngineers based upon the
permitted physical capabilities of the modifiedsbut down equipment and applicable permit
requirements.

Existing Pre-1990 Accounting

AQMD’s offset accounts were established with startbalances based on pre-1990 emissions
reductions. The primary source of these pre-1880ations was a portion of facilities’ negative
NSR balances which were discounted as specifittieil 990 amendments to Regulation XIi|
(described below). The 1990 Regulation XlII amepdts also directed the Executive Officer to
recall all existing pre-1990 ERCs which had resuftem shutdowns, discount them by eighty
percent, and issue new ERCs at twenty perceneafahniginal values. The eighty percent
discount of the pre-1990 shutdown ERCs was depbsite AQMD’s offset accounts along

with the amounts derived from the discount of pd&d negative balances (further explanation
of the implementation of the 1990 amendments tauRign XllI is provided with the
discussion of AQMD’s proposed revisions to its f880 accounting)All of AQMD’s annual
status reports prepared to date have included thetarting balances from these sources
(discount of pre-1990 negative balances and pre-1®8hutdown ERCs); AQMD has not
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taken credit for any other pre-1990 sources of crath, such as the zero BACT threshold,
use of ERCs by minor sources, or the additional EREprovided by major sources for SOx,
CO, and PM10 at a ratio of 1.2 to 1.0 compared to.Q to 1.0.

Proposed Adjustments to Pre-1990 Accounting

AQMD is now proposing to significantly reduce (byra than 60 % overall) its pre-1990
emission credits by eliminating any present or pastof any credits for which AQMD presently
has no records and cannot re-verify the validitguth credits and to only utilize the portion of
the previously-reported pre-1990 emission redustiwhich was originally validated in 1990/91
and revalidated in 2004/05 as credits in its tnagldystem and for which AQMD has all or some
records. The emission reductions that underlisghowedits occurred between 15 and 29 years
ago, and not all records related to them are ahlaitmday. In many cases, however, summary
data based on previous analyses are availablele\Wbt all records are available, AQMD at all
relevant times prior to and after 1990 had a sieffity robust permitting program and record
validation procedure to provide confidence regaydhe validated emission reductions for
which AQMD proposes to take pre-1990 credits. Taisclusion is supported by the preceding
discussion of AQMD’s pre-1990 permitting prograntddhe following summary of the 1990
Regulation Xl amendments and their implementation

= 1990 Regulation XllI Amendments
AQMD substantially modified Regulation XIll in 1990rhe offset threshold was dropped to
zero, although relatively small emitting facilitiésg.less than 30 pounds per day of VOC or
40 pounds per day of NOx) were eligible to obtageded credits from a new “Community
Bank.” Under the 1990 amendments, negative bataweee to be “verified by the
Executive Officer” and discounted by 80%. The sudpecified that “upon validation” the
remaining amount was to be issued to the permidrah the form of an ERC (Rule
1309(a)).

= |Implementation of 1990 Amendments
Shortly after adoption of the 1990 amendments fguReion XIlI, AQMD staff drafted a
detailed internal guidance document titled “RegdafaiXIll — New Source Review Guidance
Manual” specifying how the amendments would be en@nted by AQMD permit
processing engineers. The required treatmentgidtivee balances was described in this
document. It specified that negative balances @vbale to be “verified” in accordance with
standard procedures. It also specified that eagilit§’s NSR account would be searched by
computer to determine if any “forgivenessdsg.(negative entries due to prior rule
amendments lowering offset thresholds) contribietthe facility’s negative balance. The
document further provided that NSR balances “dtwllecalculated” since these
forgivenesses were not “real” emission reductiars therefore did not qualify for an ERC
pursuant to Rule 1309(b)(1). The transition doauinadéso specified that any negative
particulate matter emissions balances would beerbed to PM10 by multiplying the
particulate matter emissions by an average fadtdrso Finally, the document stated that
any facility with a negative balance of 500 poupdsday or greater was to have each
negative entry “confirmed by reviewing the applicatfile which resulted in the negative
NSR entry.” The vast majority of negative balanatethe time (in excess of 80%) were
associated with facilities with negative balanceseeding 500 pounds.
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In 1991, AQMD’s engineering staff commenced thefigation and validation processes
described in the transition document. The reduthi@se processes was a substantial
reduction in the amount of the negative balancesdme pollutants, even prior to the 80%
discount. These reductions were the result oadtlressing the “forgivenesses,” (2)
determinations that some reductions were requiye@l@VID rules and thus ineligible for
ERCs, and (3) in some cases correction of simpke elatry errors. Table 3 presents the 80
% portion of the 1990 negative balances that wepmsited in AQMD’s offset accounts.

The larger amount shown for each pollutant is theunt originally deposited as the result

of this process in the early 1990s and which has Ipeeviously reported as the 1990 starting
balance in the annual NSR status reports and ther lamount is revised based upon recent
(2003) re-validation of these numbers by AQMD stafed on records that are still available
to address EPA’s comments and consistent with ERiypguidance which allows use of
pre-1990 credits that are explicitly included andmtified as growth in the SIP. Such
guidance provides that the permitting agency mwshtain information including, at a
minimum, the name of the source that generatedrtfdit, the source category, credit
quantity, specific action that generated the creldite the credit was generated and “enough
other information to determine the creditability.”. (Memorandum from John Seitz to

David Howekamp August 26, 1994).

Records for pre-1990 emission credits are fronol®tyears old. AQMD staff recently
conducted an extensive review of the pre-1990 tzedid determined that the types of
records available today include printouts of NSRadaptured in AQMD’s permitting
database at the time of permit issuance and coenplagineering files, which include the
materials and documentation submitted by the appiiand AQMD’s engineering
evaluation.

Table 3
Pre-1990 Credits Deposited in AQMD’s Offset Account s
(Tons per Day)

VOC | NOx | SOx | CO | PM10 | Overall
Previously-Reported Pre-1990 924 | 258 | 184 | 349 | 345 206
Credits

Revised Pre-1990 Credits
Verified with Records or
Validation Procedures

Percent Reduction in Pre-1990
Credits

38.46 | 23.92 | 8.04 | 8.45 | 2.67 81.5

58% | 7% [56% | 76% | 92% | 60 %

In the proposed revised NSR Tracking System, AQKIProposing to only use the revised
and re-verified pre-1990 credits (as set forthabl€ 3). There are pre-1990 credits which
can reasonably be concluded to be creditable b@asedesently available records. In some
cases, such conclusion can be reached becaudetadlinformation described in the 1994
Seitz memorandum is currently available. In otteses, the above-described permitting
procedures provide “enough other information tedatne the creditability. . . .” However,
for the majority of the pre-1990 emission reductioedits (more than 60 % overall), the
AQMD at present time no longer has the abilitydbstantiate the validity of the original
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records based on the available records. Therefgp&]D is now proposing to significantly
reduce its pre-1990 emission reduction creditslinyigating any past or present use of any
credits for which AQMD presently can no longer gabsiate the validity of such records.

= Remaining Pre-1990 Credits
AQMD’s NSR tracking system has not previously sfiedithe age of credits held in
AQMD’s offset accounts. However, in response t&AERomments about the use of pre-
1990 credits, staff has completed a “First In/F@st” analysis of these accounts. This
analysis shows that significant portions of the 880 VOC and SOx credits remain in
AQMD’s offset accounts as of July 2002, about onarter of the pre-1990 NOXx credits
remained in AQMD'’s offset accounts as of July 20&a] all of the pre-1990 CO and PM10
credits were depleted from AQMD's offset accourtslB97. In order to address EPA’s
comment regarding future use of pre-1990 crediinfAQMD’s accounts, AQMD proposes
to eliminate any unused pre-1990 VOC, NOx, and 8i@gits remaining in its offset
accounts at the end of the 2004-2005 reportingpdeand not use any pre-1990 credits in its
offset accounts post 2005.

1990 and Beyond Credits
Existing 1990 and Beyond Accounting

Due to the high level of available credits in AQMDiffset accounts, AQMD presently only
takes credit for some of the qualified credit sesrcFor example, AQMD’s NSR tracking
system currently takes credit for orphan shutdofrar® major sources only, but not from minor
sources. The existing tracking system credits ammghutdowns to AQMD'’s offset accounts
based upon the allowable permitted level of emissiof the shutdown source. It also does not
take credit for surplus reductions of SOx, CO, BB provided as ERCs by major sources as a
result of the differences in federal and local effiequirements for these pollutants (local
requirement is 1.2 to 1.0 while federal law doesspecify an offset ratio in excess of 1.0 to 1.0
for SOx, CO, or PM10) or for surplus reductionauttisg from minor sources providing ERCs
as emission offsets. The tracking system also doetake credit for AQMD’s zero BACT
threshold. BACT discounts applied to newly-bank®ICs are credited to AQMD'’s offset
accounts. Offsets are debited from AQMD’s offsgtaunts at 1.2 to 1.0 for all five pollutants
when major sources that are not exempt pursuahet@€AA are permitted using Rule 1304
exemptions or the Priority Reserve. AQMD’s portadrthe California SIP does not include
assumptions reflecting the NSR tracking systemoammitments to make up any shortfall in
AQMD’s offset accounts. Additionally, the trackisgstem does not take credit for surplus
reductions resulting from modifications at majouses that do not constitute “major
modifications” pursuant to the new NSR Reform Ratjahs.

* All data for 1991 to 1997 is aggregated, so itrisertain when in this time period the 1990 stgrfederal
account balances for CO, and PM10 were depletenveier, by assuming that these credits were condatnan
approximately constant rate, it is estimated th1@ was depleted in 1994, and CO was depleted 95.19
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Proposed Adjustments to 1990 and Beyond Accounting

The proposed changes to the sources of creditsdtaebits from AQMD’s offset accounts for
the 1990 and beyond time period are summarizediwelo

=  Pre-1990 Credits
AQMD proposes teliminate any unused pre-1990 credits remaining in its tfiseounts at
the end of the 2004-2005 reporting period and tause any pre-1990 credits in its offset
accounts post 2005.

= Minor Source Orphan Shutdowns
Post-1990, the NSR tracking system has only ugglthor shutdowns of major sources to
fund AQMD'’s offset accounts. However, shutdowngefmittedminor sources also meet
the requirements that credits be real, permanafdaraable, quantifiable, and surplus in the
same way as do major source shutdowns. ERCs geddram minor sources are
commonly used to fulfill the offset requirements &mission increases at major sources
which are not exempt from offset requirements uAd@MD’s NSR rules. Therefore,
although AQMD has not previously used these cratlitsto the large balances available in
its offset accounts, it is appropriate to includgssion reductions from minor source orphan
shutdowns as credits in AQMD'’s offset accounts.

AQMD’s Rule 201 requires written authorization frahe Executive Officerife., a permit to
construct) before a person may build, erect, ihsthér or replace any equipment, the use of
which may cause the issuance of air contaminarifseonse of which may eliminate, reduce
or control the issuance of air contaminants. RO — Permit to Operate similarly prevents
the operation or use of such equipment withoutrenjpéssued by the Executive Officer.

The only exceptions to these requirements are fagabi identified in Rule 219. However,
all of the minor sources which AQMD proposes to aseaources of orphan shutdown credits
as described above have been through the permitoggss. In fact, such minor sources are
subject to the same Regulation IV - Prohibitionsg&ation XI - Source Specific Standards,
and Regulation XllII rule requirements as are magarrces. In some cases the operators of
these sources go through the necessary stepsntifgamd generate ERCs when they
experience real, permanent, enforceable, quartfiabrplus emission reductiores g,
equipment or facility shutdown or modification)uch ERCs generated by minor sources are
fully valid and eligible for use as major sourcésefs. Therefore, in cases where the
operators do not go through the steps to geneR&sHErom their emission reductions, it is
appropriate for AQMD to treat these orphan shutdoimrthe same manner as it does orphan
shutdowns at major sources.

= Major Source Use of SOx, CO, and PM10 ERCs
PR131PR 1315ncludes credit for the 20 % additional SOx, Cod #M10 ERCs provided
by major sources as emission offsets at a ratlbozfo 1.0 pursuant to Rule 1303 rather 1.0
to 1.0 (federal accounting). The 20 % above ad. N0 offset ratio is creditable because the
federal CAA only requires a 1.2 to 1.0 offset rdtioextreme non-attainment pollutants and
their precursors; the required offset ratio for SO®, and PM10 pursuant to the CAA and
the TSD is “at least 1 to 1” according to EPA.
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= Offset Ratio for Exempt Major Sources of SOx, CaJ 8M10
PR131PR 1315changes the offset ratio for major sources of ST, and PM10 offset
from AQMD’s offset accounts from 1.2 to 1.0 to 1001.0 (federal accounting). This change
is consistent with the CAA, which only require & 1o 1.0 offset ratio for extreme
nonattainment pollutants and their precursors ffiooh SOx, CO, or PM10).

= ERCs Provided by Minor Sources to Offset Emissimrdases
The CAA does not require minor sources to proviffeets for their emission increases.
Therefore, the third-party ERCs that these soysoagde to offset their increases pursuant
to Rule 1303 are creditable to AQMD’s offset acdsun

= Surplus Discount at Time of Use
Credits in AQMD'’s offset accounts that resultechirpost-1990 orphan shutdowns or orphan
reductions and which, based on a first-in/first-anélysis, are not used in the same
timeframe they are banked will be subject to a BARE the time of use adjustment
pursuant te2R131PR 1315 This will be accomplished based on rule conteguirements
that become effective each year. Specificallyhggsar all credits in AQMD’s offset
accounts carried over from the previous year beodisted by the amount of the percentage
reduction in overall permitted emissidnsojected to be achieved as a result of
implementation of control requirements that beceffiective during the year for the
pollutant in question. This analysis will be penfied on an aggregate basis each year for
credits carried over from the previous year.

= Actual Emissions Baseline
PR131PR 1315uses an average discount factor to account fadifference between
potential and actual emissions. Since 1997, AQMB Used a twenty percent discount to
convert potential emissions to estimated actuassioms for purposes of compliance with
state “no net increase” requirements. This promtas been used with concurrence of the
California Air Resources Board2R131PR 1315uses the same factor for federal NSR
tracking purposes. In light of the methodologydisequantify potential emissions
(explained in more detail below), staff's enginagrjudgment indicates that, on average, a
twenty percent reduction from potential emissiana reasonable estimate of actual
emissions. Actual emissions for individual soursisrange from the sources’ potential
emissions down to less than eighty percent of pialeemissions, but eighty percent of
potential emissions represents an acceptable éstohaggregate actual emissions. The use
of eighty percent of potential emissions as aatuaksions is well documented in AQMD’s
annual status reports regarding Regulation XIII.

Facilities with potential to emit in excess of fRele 1304 exemption thresholds (4 tons per
year for VOC, NOx, SOx, and PM10 and 29 tons pear yer CO), provide ERCs to offset
their increases in potential emissions so they laasteong incentive to keep their potential
emissions in line with actual emissions at timekigh production. Smaller facilities with
potential to emit below the exemption thresholdy tma inclined to request permits based on
potential emissions at the exemption thresholdiselvecause the offsets are provided by

® Permitted emissions data is derived primarily fipenmitted facilities emitting more than four tasfsvOC, NOX,
SOx, or PM per year or more than 100 tons of COypar.
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AQMD at no cost to the facility. However, AQMD eéngers perform a thorough evaluation
of each permit application prior to recommendirsgénce of a permit to construct or a
permit to operate. These evaluations include eroéhation of the actual controlled
emission rate (based on source test results, VO€&ebof coatings, sulfur content of fuel, or
other potential toxics emissions for example) gremted actual controlled emission rate
(based on established emission factors or manuéastuarantees, for example). This data
is then combined with the maximum anticipated potida rate to determine the
equipment’s potential to emit. Note that the maximproduction rate used in these
calculations is based on what is reasonably exgdotethe facility and source in question
during periods of high production and is not baseeither “24-7" operations (except for
those facilities that actually do operate in suchaaner) or an artificially highest permissible
emission level for each source. In addition, altifothese sources are not required to
provide emission offsets, they are still subjecA@MD’s toxics NSR rules, and as such will
not artificially raise their potential to emit oemitted emissions. Therefore, actual
emissions are not expected to be considerablyrdiffehan potential emissions and 80 % of
potential emissions provides a reasonable estigfatetual emissions. This conclusion is
further supported by potential to emit data foilfties at or below the exemption thresholds.
Table 4 shows that there are far more facilitieth wbtentials to emit below the exemption
thresholds than at the exemption thresholds.

Table 4
Ratio of Numbers of Facilities with Potential to Em it (PTE) Below Exemptions
Thresholds to Numbers of Facilities with PTE at Exe  mption Thresholds

- Ratio
Facility Count (Below Threshold:
Pollutant | PTE Range A' | PTE Range B® PTE C* At Threshold)
vOoC 1,336 1,348 601 4.5:1
NOXx 2,021 1,534 363 10:1
SOx 545 180 32 23:1
co 2,789 330 10 310:1
PM10 1,686 940 188 14:1

! PTE Range A is greater than zero but less than 2 tons per year for VOC, NOx, SOx, and
PM10 and is greater than zero but less than 15 tons per year for CO.

2 PTE Range B is greater than or equal to two but less than four tons per year for VOC,
NOx, SOx, and PM10 and is greater than 15 but less than 29 tons per year for CO.

¥ PTE C is four tons per year for VOC, NOx, SOx, and PM10 and is 29 tons per year for CO.

= Discounting Newly-Banked ERCs to BACT
Rule 1309 — Emission Reduction Credits and ShamnT@redits specifies that the amount of
emission reductions banked as a new ERC not batgréhan the equipment would have
achieved if operating with current Best Availablen@ol Technology (BACT).” No similar
requirement exists in the federal CAA. Therefdine, amount of any otherwise qualifying
emission reductions not issued as an ERC due tieimgmtation of this provision are
surplus. However, EPA has indicated that since AQdes the BACT discount at time of
generation in lieu of the federally-required BAR@iBcount at time of use, therefore,
AQMD cannot take credit into its offset accountstfte BACT discount of ERCs. In order
to address EPA’s concerns, AQMD agrees to retnoslgtremove all credits generated from
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BACT discount of ERCs from its offset accounts,aptcsuch credits which AQMD has
demonstrated (or demonstrates in the future) extteeediscount that would be required by
approved SIP rules and rules scheduled to be apgtoy AQMD in the following year’s

rule cycle. AQMD shall notify EPANd obtain EPA’s concurrenaden making this
alternative discount. Specifically, AQMD has idéatl 6.67 tons of CO per day of BACT
discount of ERC credits from 1991 in AQMD'’s fede@D offset account which are beyond
approved SIP rules and rules scheduled to be apgtmy AQMD in the following year's

rule cycle at the time of use. AQMD will, theredoretain these offsets (which were used in
the early 1990s).

= SIP Inventory and Growth Assumptions
To date, the AQMD has incorporated a sufficientiparof available tracking system credits
into the AQMP at the time of plan revision to asgstivat the growth assumptions in the plan
are consistent with NSR credits used. In ordesgure that the SIP assumes that alll
necessary credits are “in the air,” AQMD proposeprovide an enforceable commitment to
revise the amount of credits assumed to be “iraifieat the time of the next triennial plan
revision required by state law while meeting RORBt&inment demonstration.

= Other Potential Credits
PR131PR 1315does not propose to take any credits for surgdsaations such as
application of LAER in excess of federal requiretsein any increase in emissions at a
major stationary source for non-ozone precursazh a8 SOx, CO and PM10 or the zero
BACT threshold. AQMD understands that when arithifants to use such credits it will be
necessary to hold further discussions with EPAARS. AQMD is also not presently
proposing to take any credits for not having towb¢@mission increases resulting from
modifications at major sources that do not congtitnajor modifications pursuant to the
NSR Reform Regulations at this time. However, AQM®Buld like to be able to use such
provisions if a project can be demonstrated taoeasubject to NSR since it is not a “federal
major modification” under NSR reform. AQMD is alsorrently investing funds resulting
from the mitigation fees provided by electrical geating facilities pursuant to Rule 1309.1 —
Priority Reserve in various emission reduction @ctg. Therefore, AQMD may discuss
mechanisms for taking credit for such emission cédas with EPA and ARB in the future.

Inventory Issues Related to Minor Source Orphartd@®iwns

Emissions from small permitted sources.(less than 4 tpy of any criteria pollutant or 109

of CO) are treated as area sources in the AQMmiowe Typically, a base year inventory is
prepared by projecting historical activity dateuture years on the basis of socioeconomic data
provided by SCAG. The surrogates used for emisgiowth projection are documented in
Appendix I, Table 2-3 of the 2003 AQMP. The gttbnviactors for source categories are mostly
greater than 1 with a few exceptions. When thevtirdactor is greater than 1, emissions are
projected to grow without taking into account amggntial NSR constraint that offsets may not
be available. By the same token, if the growthdais less than 1, future emissions are
estimated to be lower than the base year emissions.

EPA staff raised an issue that shutdown credits fsource categories that are projected to
decrease in the AQMP may not be appropriate teskd as offsets, since the AQMP has already
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reflected such decreases. However, closer exaiminat the AQMP process and the
assumptions made in the Plan reveals that useutd@hin credits from source categories with
even negative projected growth does not resulbitbte counting of emissions reductions. The
AQMP assumes negative growth in some categoriepasitive growth in others. Further, the
positive growth assumptions include no constraintgrowth posed by cost or availability of
emission offsets (and all existing ERCs are alsom®d to be “in the air” independent of the
growth projections). Inherent in these AQMP assliong is the assumption that emission
decreases, including decreases associated withiveegeowth, result in emission credits that
can be used to offset emission increases. Theraftwvement of potential emissions from a
negative growth category to a positive growth catggia appropriately quantified and
discounted credits is entirely consistent withA@MP and its assumptions. Furthermore, even
though AQMD has never experienced actual growthtgrehan that projected in the AQMP,
AQMD reevaluates the AQMP with each AQMP revisionl anakes appropriate changes and
corrections as a part of this process (and commi¢entinue to do so consistent with state law).
Finally, there is no restriction on the generattbtRCs by sources in categories with negative
projected growth or on the use of such ERCs bycssuwithin other categories. The standard
for credits in AQMD’s offset accounts should nottigher than for privately held credits.

Summary

The NSR tracking system outlinedPR131PR 1315establishes a very conservative
accounting methodology. As indicated earliemdiides reducing AQMD’s previously-
reported pre-1990 credits from a 7 % reduction @xNo a 92 % reduction in PM10 and will
change the previously-reported 2002 NSR offset@tisofrom a 39 % increase in NOx credits
to an 81 % reduction in PM10 credits. The ovamaflact on emission credits resulting from
PR131PR 1315are summarized in Table 5 for both the 1990 siguttialances and July 2002
running balances. Table 5 also presents the Bligiffiset account balances at the end of the
2002-2003 and 2003-2004 reporting periods as cledilconsistent with the proposed revised
NSR tracking system procedures (refeAfipendix llIAttachment-Cfor a complete discussion
of the 2002-2003 and 2003-2004 reporting periods).
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Table 5
Summary of AQMD’s Offsets Accounts
(Tons per Day)

VOC NOx SOx CcO PM10

Previously-Reported 1990 Starting
Balance

Revised 1990 Starting Balance 38.46 | 23.92 8.04 8.45 2.67

Reductions in AQMD’s Pre-1990
NSR Account Balance
Previously-Reported 2002 Running
Balance

Revised 2002 Running Balance 68.37 | 28.77 | 10.72 7.84 7.66

Reductions in AQMD’s 2002 NSR
Account Balance

2003 Running Balance 73.96 | 30.25 | 10.92 9.14 9.29

92.4 25.8 18.4 34.9 34.5

58 % 7% 56% | 76 % | 92 %

107.65 | 21.60 | 18.76 | 24.09 | 41.24

36% | -39% | 43% | 68% | 81%

2004 Running Balance 82.57 | 29.19 | 11.24 | 10.20 | 10.49

Tables 6 and 7 summarizes the changes between AQkHNsting federal NSR tracking system
and the federal NSR tracking system establishee®$31%R 1315 These tables summarize
the existing and proposed revised NSR trackingesygor pre-1990 emission reductions and
1990 and beyond emission reductions. Table 8 auhfinarize the equivalency determination
and the backstop provisions of Proposed Rule 1315.
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Table 6

Summary of Changes between AQMD’S Existing and Prop
NSR Tracking Systems for Equivalency with Federal R

osed Revised
equirements:

Pre-1990 Federal Emission Reductions

AQMD'’s Existing NSR Tracking System

AQMD'’s Proposed Revised NSR Tracking
System

Starting Balance based on data generated in
1990 from facilities’ (both major and minor
sources) emission reductions recorded as
negative NSR balances. This data has been
used and previously reported in all annual NSR
status reports.

Initial Starting Balance based on data from
facilities’ (both major and minor sources)
emission reductions recorded as negative NSR
balances which were originally verified in
1990/91 and re-verified in 2004/05 and all or
some records currently exist. This excludes all
other data for emission reductions with no
present records.

No credit taken for surplus reductions from
SOx, CO, and PM10 offsets provided (at 120
%) as ERCs for minor sources.

No Change.

No credit taken for the 20 % additional SOXx,
CO, and PM10 offsets (ERCs) for major
sources provided at a ratio of 1.2 to 1.0
compared to 1.0 to 1.0.

No Change.

No credit taken for emission reductions created
from the application of zero BACT threshold™.

No Change.

W “Zero BACT threshold” refers to AQMD's requirement that BACT applies to all emission increases (no
matter how small) at all sources (no matter how low their potential to emit).

Table 7

Summary of Changes between AQMD’S Existing and Prop
NSR Tracking Systems for Equivalency with Federal R

osed Revised
equirements:

1990 and Beyond Federal Emission Reductions

AQMD'’s Existing NSR Tracking System

AQMD'’s Proposed Revised NSR Tracking
System

Remaining pre-1990 credits eligible for use
until depleted.

Remaining pre-1990 credits eligible for use
until the end of 2005; no pre-1990 credits will
be used post-2005.

No credit taken for orphan shutdowns from
minor sources.

Orphan shutdowns include shutdowns of both
major and minor sources.

No further discount/adjustment applied to
estimate actual emissions.

All orphan shutdowns will be discounted/
adjusted to reflect estimated actual emissions.

No further discount/adjustment for orphan
shutdowns due to BARCT at time of use.

All orphan shutdowns will be discounted/
adjusted to BARCT at time of use by
discounting balances “carried over” from one
year to the next.

August-9September 8, 2006




Proposed AOMD NSR Offset Tracking System

Page 17

Table 7 (continued)

1990 and Beyond Federal Emission Reductions

AQMD'’s Existing NSR Tracking System

AQMD'’s Proposed Revised NSR Tracking
System

BACT discount credit portion of newly-issued
ERCs eligible for crediting to AQMD'’s offset
accounts (as previously approved by EPA).

No BACT-discount credits from any past or
future-issued ERCs will be eligible for crediting
to AQMD’s offset accounts except those for
specific projects for which staff has
demonstrated or demonstrates that the BACT
discount is beyond approved SIP rules and
rules scheduled to be approved by AQMD in
the following year’s rule cycle at the time of
use of the credits.

VOC and NOx offsets provided by AQMD for
federal major sources exempted by AQMD at a
ratio of 1.2 to 1.0.

No Change.

No credit taken for surplus reductions from
SOx, CO, and PM10 offsets provided by
AQMD for major sources exempted by AQMD
at a ratio of 1.2 to 1.0 compared to 1.0 to 1.0.

SOx, CO, and PM10 offsets provided by
AQMD for major sources exempted by AQMD
at a ratio of 1.0 to 1.0,

No credit taken for surplus reductions created
from offsets (ERCs) provided (at 120 %) by
minor sources which are not exempt from
offset requirements under AQMD NSR rules
(i.e., > 4 but < 10 TPY of VOCs and NOX, etc.).

Credit taken for surplus reductions created
from offsets (ERCs) provided (at 120 %) by
minor sources which are not exempt from
offsets requirements under AQMD rules (i.e., >
4 but < 10 TPY of VOCs and NO¥, etc.).

No credit taken for surplus reductions created
from the 20 % additional SOx, CO, and PM10
offsets (ERCs) provided by major sources at
1.2 to 1.0 ratio compared to 1.0 to 1.0 ratio.

Credit taken for surplus reductions created
from the 20 % additional SOx, CO, and PM10
offsets (ERCs) provided by federal major
sources at a ratio of 1.2 to 1.0 compared to 1.0
to 1.0 ratio.

No credit taken for emission reductions created
from the application of zero BACT threshold™.

No Change.

No credit taken for application of LAER in
excess of federal requirements to any increase
in emissions at a major stationary source for
non-ozone precursors (SOx, CO, and PM10).

No credit taken for application of LAER in
excess of federal requirements to any increase
in emissions at a major stationary source for
non-ozone precursors (SOx, CO, and PM10) at
this time. If AQMD decides to pursue use of
such credits in the future, further discussions
with EPA will be necessary.

No SIP adjustment for NSR tracking system.

Appropriate assumptions in the SIP to reflect
NSR tracking system with commitment to
make up any shortfall in next AQMP revision
pursuant to state law.

[€3)

“Zero BACT threshold” refers to AQMD’s requirement that BACT applies to all emission increases (no

matter how small) at all sources (no matter how low their potential to emit).
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USE OF CREDITS

The above-described credits will be used to furdQiffset Budget as adopted by AQMD’s
Governing Board in Rule 1309.2 in addition to tlierent use of credits to provide offsets for
federal major sources which are exempt from offsgtiirements under AQMD Regulation Xl
(Rule 1304) and to provide Priority Reserve off{tsle 1309.1) in order to provide
equivalence to federal NSR requirements. As iridit&arlier, a list of Regulation XIlI
provisions for which sources are exempt from offeguirements and AQMD uses its offset
accounts to demonstrate equivalency is presentadpendix |AttachmenB.

DEMONSTRATIONS OF EQUIVALENCY

PR131PR 1315directs the Executive Officer to make annual eglgncy demonstrations in
two steps. In step one, AQMD will make a prelinmndetermination of equivalency (PDE)
within twelve months of the close of each reporiegiod. Such PDE will be a very
conservative determination based on the reportang@'s combined debits but will not include
the credits from that reporting period. Therefdhe, PDE will represent a “worst case” analyses.
Provided the PDE demonstrates equivalency, theaorphutdowns for the reporting period will
be reported (and credited) in the subsequent P®HMyatrated in Figure 1. However, if the
PDE does not demonstrate equivalency, AQMD willstep two, make a final determination of
equivalency (FDE), which will include the reportipgriod’s orphan shutdown credits. The
FDE will be prepared within six months of the POxad frame, as illustrated in Figure 2. For
example, the PDE for reporting year B (includinigdabits for years A and B and orphan
shutdown credits for year A only) will be completegthe end of reporting year C. Provided
this preliminary annual determination for year Briastrates equivalency, the year B orphan
shutdowns will be included in the preliminary anindetermination for year C (to be completed

Figure 1
Equivalency Demonstration Timeline
(PDE Demonstrates Equivalency)

l——"ear & —we4—YparB —me4—Year C —wa—Year D —w4—YeoarE —D‘

Year B "waorst case” PDE due (including Year
A & B debits but only Year A orphan shutd own
credits).

Year C "worst case" PDE due (including Year B & C debits but only
Year B orphan shutdown credits).
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Figure 2
Equivalency Demonstration Timeline
(PDE Does Not Demonstrate Equivalency)

[—par A —me4——YyoarB —Me—Noarl —m—Year[D —wt—YearE —b‘

Year B "warst case” PDE due (including Year A & B debits
but anly ¥ear A arphan shutdown credits).

Year BFDE due (including bath Year A & B
debits and arphan shutdown credits).

Deadline to reestablish equivalency by providing additional credits or do
one ar mare of the fallowing: discontinue funding of the of Priority Hesemwe,
discontinue issuance of Offset Budget credits, or amend Rule 1304 to
eliminate some exemptions, as necessary f Year B FDEdoes not demon strate
equivalency.

Year C "worst case" PDE due (including Year B & C debits but only ¥ear B orphan shut
down credits).

by the end of year D). On the other hand, if tbé&For year B does not demonstrate
equivalency, a FDE incorporating year B’s orphamtdbwn credits will be prepared within six
months of the end of year C. In lieu of prepa@ngDE and an FDE for a particular reporting
period, the Executive Officer may elect to merge RDE into the FDE provided the FDE
includes all of the elements of the PDE which isumes and it complies with the completion
and reporting requirements of the subsumed PDEe offiset accounting will be conducted in
the following order:

1. Subtract year B’s debits from any remaining p#80 credits (1990-2005 timeframe only);
then

2. Subtract any debits remaining after step 1 famypost-1990 credits remaining from year A,
then

3a. If there are no remaining debits, discountpibst-1990 credits remaining from step 2 as
described in the discussion of Surplus Discouffirae of Use. Then add Year B’s credits to
the discounted post-1990 credits remaining front yea

3b. If there are any remaining debits from stem&4ning there are not any post -1990 credits
remaining), subtract year B’s remaining debits frggar B’s credits.

PR131PR 1315specifies that each PDE and FDE will be presetateéQMD’s Governing
Board in a report from the Executive Officer (“Bddretter”) at a public meeting of the AQMD
Governing Board, no later than the second regurheduled Governing Board meeting after
the conclusion of the applicable twelve-month (PDE$ix-month (FDE) preparation period.
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The reported determinations of equivalency willuge the balances in AQMD’s offset
accounts, as well as summaries of credit and deldt by category such as Priority Reserve,
Community Bank, and Rule 1304 exemptions.

In addition, pursuant tBR131%R 1315 AQMD will evaluate the future availability of atés

in AQMD'’s offset accounts by conducting a two-ypawjection of debits, credits, and account
balances in conjunction with (but not as a parteaf)h determination of equivalency. This
analysis will include projected debits, creditsg affset account balances for each of the two
years following the subject reporting period. Tinejections for each pollutant will be based on
the average of the previous five years’ credits @etuits for that pollutant. The Executive
Officer will not make quarterly allocations to tReiority Reserve for any pollutant during a time
when AQMD’s offset account for that pollutant istpoojected to remain positi%e The purpose
of the projections is to prospectively determinsuifficient offsets will remain in AQMD’s

offset accounts to continue funding the Prioritys&w&e; they are not intended to demonstrate
equivalency retrospectively.

TRACKING AND BACKSTOP

PR131PR 1315ncludes backstop provisions to be triggered endhent that an FDE does not
demonstrate equivalency. In such an event, thesbaglprovisions would require AQMD to
take one or more of the following actions to theeak necessary to correct the credit shortfall:

« Provide additional credits within six months of #HBE; such credits could be derived
through AQMD purchase of credits, through AQMD furglof emission reduction projects
using quantification protocols or rules approved2RBA on a case-by case or programmatic
basis, application of LAER in excess of federauiegment$, or other approved sources of
credits.

¢ Suspend issuance of both Priority Reserve and (Bfsdget credits (Rules 1309.1 and
1309.2) within 90 days and not resume the issuahaay such credits until AQMD has
demonstrated that equivalency has been reestatdblidghguivalency may be reestablished
through procurement of additional offsets and/qrapriate program modifications.

® Offsets provided from the Priority Reserve areiebfrom AQMD's offset accounts for the period igr which
the permit was issuedé., for the timeframe they are used) whereas thetgpallocations made to the Priority
Reserve pursuant to Rule 1309.1(a) do not constitebits from AQMD'’s offset accounts. The newlpgposed
future years’ projections of balances in AQMD’sgaff accounts will include projected use of PrioRserve and
Offset Budget offsets as well as sources exempieslipnt to Rule 1304. A significant portion of thearterly
allocations to the Priority Reserve are used bycauwhich are not subject to federal offset rexjuentsi(e.,
federal minor sources) and, therefore, do not neé# debited from AQMD’s offset accounts for pise®
demonstrating equivalency with federal NSR requests.

” Precise quantification of all surplus credits gated through application of LAER in excess of fadle
requirements may be extremely resource intensiveerefore, AQMD may, with EPA approval, demonsttat
such application of LAER has generated at leastigmsurplus reductions to make up for the shortfsitig very
conservative assumptions to estimate the surptustions.
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¢ Amend Rules 1309.1, 1309.2 and/or 1304 to restdcess by specific sources to the Priority

Reserve and/or to eliminate certain categoriesfsébexemptions, respectively, to be

identified during the rulemaking process.

Table 8
Summary of Changes between AQMD’S Existing and
Proposed Revised Determinations of Equivalency

AQMD'’s Existing NSR Offset Account and
Tracking System

AQMD'’s Proposed Revised NSR Offset
Account and Tracking System

No specific deadlines and equivalency
demonstration typically completed within two
years of the close of the reporting period®.

Preliminary (worst case) determination of
equivalency (PDE) completed within one year
of the close of the reporting period. If PDE
does not verify equivalency, final determination
of equivalency (FDE) completed within six
months of the PDE timeframe.

No projections of future equivalency done with
annual equivalency demonstrations

All annual demonstrations of equivalency (FDE
or PDE) will be accompanied by projected
NSR offset account balances for the two years
following the subject reporting period. These
projections are for the purpose of prospectively
determining if sufficient offsets remain in
AQMD'’s accounts to continue providing Priority
Reserve offsets and will not constitute a part of
the determinations of equivalency.

Funding of Priority Reserve conducted
quarterly on an automatic basis without
utilization of any projections of AQMD'’s offset
account balances.

Executive Officer to exercise the option to
discontinue funding the Priority Reserve upon
finding that AQMD’s offset accounts do not
include sufficient credits. This will include
discontinuation of funding when offset account
balance projections in the most recent
determination of equivalency do not indicate
equivalency for the current reporting period.

8 However, AQMD did not previously prepare an eqlémay demonstration for the period post 2002 umdil (see Appendix
C) in order to address EPA’s concerns and, asudtresilize the proposed revised NSR Tracking 8ysprocedures.
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Table 9

Summary of Changes between AQMD’S Existing and
Proposed Revised Backstop Measures:

AQMD'’s Existing NSR Offset Account and
Tracking System

AQMD'’s Proposed Revised NSR Offset
Account and Tracking System

No backstop measures identified for
addressing potential shortfalls in AQMD’s
offset accounts.

Several backstop provisions identified in the

proposed tracking rule, one or more to be

implemented as needed to return AQMD’s

NSR program to equivalency with federal NSR

requirements and correct any credit shortfall:

= Provide additional credits within six months
of the FDE; to be derived from AQMD
purchase of credits, AQMD funding of
emission reduction projects using
quantification protocols or rules approved
by EPA, application of LAER in excess of
federal requirements, or other EPA-
approved credit sources.

= Suspend issuance of both Priority Reserve
and Offset Budget credits within 90 days,
not to be resumed until equivalency has
been reestablished.

=  Amend Rules 1309.1, 1309.2, and/or 1304
to eliminate access to the Priority Reserve
by certain sources and/or certain offset
exemptions, respectively.

CEQA ANALYSIS

Pursuant to the California Environmental Qualityt FCEQA), the SCAQMD is the Lead
Agency and has reviewed the proposddprejectpursuant to CEQA Guidelines 815002 (k)(1).
There are no reasonably foreseeable environmengeldts resulting from PR1315.

Therefore, PR1315 is not a “project” under CEQAwrthermoreBbecause the proposed

ruleprojectspecifies New Source Review reporting procedunels therefore, is administrative
in nature, it can be seen with certainty that thereo possibility that the proposedeprejectin
question has the potential to have a significameesk effect on the environment. Thesgen if
the proposeduleprejectis determined to be a “project” under CEQAisiexempt from CEQA

pursuant to CEQA Guidelines §15061(b)(3) - ReviemExemption. A Notice of Exemption
will be prepared pursuant to CEQA Guidelines §150B8®tice of Exemption. The Notice of
Exemption will be filed with the county clerks ob& Angeles, Orange, Riverside and San
Bernardino counties immediately following the adoptof the proposeduleproeject. Please
refer to the Addendum to the Staff Report for CEEnments and responses.
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SOCIO-ECONOMIC IMPACTS

PR 1315 will formalize the accounting proceduresAIQMD will use in demonstrating the
equivalency of Regulation XIlI to the federal nesugce review requirements for sources which
do not provide their own offsets yet are subje¢htofederal NSR requirements for offsets. It
will require annual equivalency demonstrations imitivelve months after the close of each
reporting period. Additionally, a two-year project of credits and debits will be made along
with each equivalency demonstration following essporting period. The AQMD will be able
to stop funding of the Priority Reserve and willrequired to implement backstop measures if
there is a shortfall in its offset accounts.

The elimination of banked credits from BACT discguannual discount of newly-generated
credits, and significant adjustments (overall 6@e¢tuctions) to the pre-1990 balances and the
removal of pre-1990 balances after calendar ye@s 28Il reduce the number of credits in the
AQMD’s offset accounts. On the other hand, mirmrrse shutdowns will increase credits
available. However, it is too speculative to pebjne amounts of all these categories for future
years until the close of each period.

The AQMD'’s offset accounts have not experiencedaatall historically. The backstop
provisions would forestall future shortfalls. Tingpact of backstop provisions cannot be
evaluated at this time due to their speculativeineat However, the suspension of offset funding
within 90 days of a demonstrated FDE shortfalbgplicable, might delay the start of new
sources since currently there is no stipulatiotodanding suspension.

AQMP AND LEGAL MANDATES

The California Health and Safety Code requiresAQMD to adopt an Air Quality Management
Plan (AQMP) to meet state and federal ambientwlity standards in the South Coast Air
Basin. In addition, the California Health and $aféode requires that the AQMD adopt rules
and regulations that carry out the objectives efARMP. While Proposed Rule 1315 is not a
control measure included in the AQMP, its requirateare consistent with the AQMP
objectives.

RESOURCE IMPACTS

Due to the volume and complexity of analysis reggliit is estimated that implementation of
PR131%R 1315will require one full time employee and $150,06(rogramming costs for
enhancements to AQMD’s New Source Review computagram.

PR 1315 AND STAFF REPORTCOMMENTS AND RESPONSESTO
COMMENTS-

Comment: A chart showing the impacts of the proposed amemisrto Rule 1309.1 scheduled
for a Public Hearing in September 2006 might béuthed in the staff report and
discussed.
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Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

The impacts of the proposed amendments to Rul@.120e thoroughly addressed
in the staff report for that proposed rulemakirfgr example, the preliminary draft
staff report for the proposed amendments to Rul2 Ehd Rule 1309.1 includes a
table summarizing estimated demand for PrioritydRes offsets for each of the
categories of sources which are proposed to begikiert-term access to the
Priority Reservei(e., in-basin electrical generating facilities (EGE)ergy projects
of regional significance, out-of-basin EGFs, anakblids projects). The totals
presented in that table are reproduced below feraace (in pounds per day),
along with the fractions of AQMD’s 2004 offset aac balances and of AQMD’s
projected 2006 offset account balances the estithtmand represents for each
pollutant (as a percent):

VOC NOXx SOx CcO PM10
Pre-2010 6,404 41 1,479 8,827 3,825
Total
Post-2010 491 22 - 113 22
Total
Fraction of 4.2 % 0.11% 6.6 % 44 % 18 %
2004 Balance
Fraction of 4.9 % 0.12 % 16 % 40 % 15 %
2006 Balance

" 2006 balances are projected, refeAppendix lIiAttachmentC

Please refer to the staff report for Proposed R8G2 and Proposed Rule 1309.1
for a complete discussion of the impact of thesppsed amendments.

It is still unclear if AQMD intends to require Ce&edits of sources given the
pending attainment demonstration.

CO offsets will be required until such time as Ef®A re-designates this region as
an attainment area..

At the end of the first paragraph in the Executheenmary, it would be appropriate
to add some comforting words to the effect thatgig holders of ERC certificates
are not impacted by this action.

A statement to this effect has been added to xeelive Summary.

Please clarify that surplus adjustments at timesef aRPR131PR 131%b)(4),
which we understand will be done on a programniziis, will be allowed the
opportunity for public comment and Board approval.

The short timelines which apply to the completidreach demonstration of
equivalency (one year for each PDE and an additeiranonths for each FDE)
make a public comment period and Governing Boapiaal of the surplus
adjustments infeasible prior to completion of edemonstration. However, these
discounts will be included in the reports to thev@oing Board prepared for each
demonstration of equivalency. These reports, @inlyithe surplus at time of use
adjustments, will be subject to public comment &uyerning Board review and
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Comment:

Response:

Comment:

Response:

Comment:

Response:

Comment:

Response:

Commert:

Response:

Comment:
Response:

Comment:

approval. Therefore, public comment and Goverdngrd review and approval
prior to completion of each demonstration of eql@may is unnecessary and would
be redundant.

It is unclear why?R131PR 131%b)(2) andRPR1I31HR 131%b)(3)(A)(iv) discuss
offset ratios for extreme non-attainment air contemts and their precursors when
we are currently designated as Severe-17.

The federally-required offset ratio for extremensaitainment air contaminants and
their precursors is 1.2:1.0. The proposed rulgdage was written to be consistent
with federal requirements. This language elimigdbe need to amend this rule if
AQMD’s attainment status changes in the futuree appropriate offset ratios will
be used in each demonstration of equivalency basede attainment status(es)
that pertain to the subject reporting period farteair contaminant.

At PRI31PR 131%b)(3)(A)(i) and (ii), we cannot find definitiond the terms
“orphan shutdowns” and “orphan reductions” withie text of the proposed rule or
the text of Proposed Amended Rule 1302.

Definitions of “orphan shutdown” and “orphan retlan” arenow included in
subdivision (b) of PR 1315e-version-oProposedimended-Rie-1302to-be
released opcretoraAvaust 92006

At PRI31PR 131%b)(3)(A)(iii), will the major source threshold lvensidered to
be 25 TPY for VOC and NOx?

The major source thresholds (the potential to #¢mésholds below which a facility
is a minor source and at or above which a fad#itg major source) are contained
in Rule 1302. Therefore, the thresholds which applany point in time are those
which are contained in the most-recently SIP-apptoxersion of Rule 1302 at that
time. Currently, those thresholds for VOC and NiB& ten tons per year in the
South Coast Air Basin, 25 tons per year in SCAQM@dstion of the Salton Sea
Air Basin, and 100 tons per year in SCAQMD'’s partif the Mojave Desert air
Basin.

At, PRI31PR 131%b)(3)(A)(V), the “Community Bank” term doesn't aetly
exist in name within the New Source Review rules.

The term “Community Bank” refers to the meanintabkshed and used by the
June 28, 1990 and May 3, 1991 revisions of Rulé©130

At PRI31PR 131%b)(3)(B)(i), how can a paragraph be pursuantdelfit
[(b)(3)(B)]?
The references iRRI31PR 131H)(3)(i) have been corrected.

Subparagraphs (b)(3)(D), (b)(3)(E), and (b)(3)X{B)not seem to exist.
The references iRR131PR 131H)(3)(ii) have been corrected.

In the backstop provisions BR131PR 131%e), why wouldn't the Offset Budget
procedures in Rule 1309.2 be discontinued first?
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Response: As proposed to be amend8dptember800§ Rule 1309.1 gives the Executive
Officer the authority to discontinue funding of tRdority Reserve without
Governing Board action. Rule 1309.2 does not theeExecutive Officer similar
authority regarding the Offset Budget. Therefdiscontinuation of funding of the
Offset Budget would require Governing Board actmi could not be complete in
as short a timeframe as could discontinuation odliiug the Priority Reserve. Note
that the authority to discontinue funding of théRty Reserve does not suggest
that the Executive Officer has the authority tacdiginue use of the Priority
Reserve so long as it continues to have positizewatt balances.

DRAFT FINDINGS

Before adopting, amending or repealing a rule AQRMD Governing Board shall make
findings of necessity, authority, clarity, consistg, non-duplication, and reference, as
defined in Health and Safety Code Section 40727 draft findings are as follows:

Necessity— The AQMD Governing Board has determined thateadnexists to adopt
Proposed Rule 1315 FederalNew Source Review Tracking System, to formalize
AQMD's accounting methodology for tracking changesits internal NSR offset
accounts for the purpose of demonstrating prograimreguivalency between AQMD's
NSR program and federal NSR requirements.

Authority — The AQMD Governing Board obtains its authority adopt, amend, or
repeal rules and regulations from Sections 4000002, 40725 through 40728, and
42300et seqof the California Health and Safety Code.

Clarity — The AQMD Governing Board has determined thatpBsed Rule 1315 —
FederalNew Source Review Tracking System, as proposecktadopted is written or
displayed so that its meaning can be easily unosadby the persons directly affected by
it.

Consistency— The AQMD Governing Board has determined thapBsed Rule 1315 —
FederalNew Source Review Tracking System, as proposec: tadopted is in harmony

with, and not in conflict with or contradictory texisting statutes, court decisions, or
state or federal regulations.

Non-Duplication — The AQMD Governing Board has determined thatpBsed Rule
1315 —FederalNew Source Review Tracking System, as proposecktadopted, does
not impose the same requirements as any existiatg s federal regulation and is
necessary and proper to execute the power andsdyrémted to, and imposed upon, the
AQMD.

Reference — The AQMD Governing Board, in adopting this ruleferences the
following statutes which the AQMD hereby implemeritsterprets, or makes specific:
Health and Safety Code Sections 42300 et seq. Eah@ir Act Sections 172, 173, and
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182(e).

CONCLUSIONS AND RECOMMENDATIONS

The comparative analysis referred to in Health @afitty Code Section 40727.2 is not
required becaugeR131%R 1315does not establish a new emissions limit, make an
existing limit more stringent, or impose new or metringent monitoring, reporting, or
recordkeeping requirements on a source. Simil#rg/proposed rule will not impose
any requirements on regulated sources so the imerincost effectiveness analysis
identified in Health and Safety Code Section 408Z@:hich only applies to adoption of
rules or regulations which require use of bestlatstg retrofit control technology or
which are feasible measures pursuant to HealttSafety Code Section 40914) is not
required.

Staff recommends adoption of Proposed Rule 131&h#oreasons stated in this staff
report.
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APPENDIX | AFFACHMENT—A
AQMD’S NSR OFFSET TRACKING—UPDATED RUNNING BALANCES

As explained in detail in the main body of thisfistaport, AQMD staff has devoted
considerable resources to re-evaluating and reataliglits offset accounts:

=  The pre-1990 credits were adjusted and reduceeflert the quantities for which AQMD
retains full or partial records documenting theddramounts;

= The post-1990 credits were updated to reflect ligébdity and quantification requirements
contained irPRI31PR 1315

= The post-1990 debits were updated to reflect tigibdity and quantification requirements
contained irPR131PR 1315 and

= The accounting procedures were updated to rethecptocedures containediR131PR
1315

These updates are all discussed in greater detiiimain body of this staff report. Their
combined impacts are significant changes in bagtptie-1990 and post-1990 balances in
AQMD’s offset accounts (overall 60 % and 42 % reauns, respectively, in the pre-1990 and
2002 offset account balances). These changesiam@arized in Tables 1, 3, and 5. Talflel
provides much greater line-by-line detail regardimg offset accounts over tim&ach source of
credit or debit in Table | is cross referencedi® PR 1315 rule section in each line immediately
after the description of such credit or debit.
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APPENDIX || AFFACHMENT—B:
LIST OF SOURCES EXEMPT FROM OFFSET REQUIREMENTS AND PROVISIONS
COVERED BY EQUIVALENCY SHOWING

The following sources are exempt from AQMD’s NSKsef requirements or their offsets from
AQMD’s Priority Reserve or Offset Budget but ard¢ agempt from federal NSR offset
requirements. Therefore, use of these exemptionseof Priority Reserve or Offset Budget
offsets by major sources constitutes debits fronM¥ offset accounts and is reflected in
AQMD’s demonstrations of equivalency. Items listelow in italics are not currently in
AQMD’s NSR program but are proposed for inclusiotiRule 1309.1 — Priority Reserve by
the Governing Board at a Public Hearing currentlyesluled for September 8, 2006.

Rule 1304 - Exemptions:

(1) Replacements need to be tracked because of PTHrgaisel304 (a)(1)
Emissions will generally be lower due to BACT. AQ@Mvill demonstrate through
representative analysis that emission reductiarm BACT exceed those needed for
offsets pursuant to actual — potential analysis.

(2) Relocations need to be tracked because of PTEihasel1304(c)(1)
Emissions will generally be lower due to BACT.

(3)  Abrasive Blasting Equipment

(4)  Air Pollution Control Strategies

(5) Emergency Equipment

(6) Portable Internal Combustion Engines

@) Methyl Bromide Fumigation

(8) Replacement of Ozone Depleting Compounds

(9) Portable Equipment

(10) Regulatory Compliance

(11) Regulatory Compliance for Essential Public Services

(12) Facility Exemption (VOC, NOx, SOx, or PM10 PTE l¢kan 4 tons per year or CO PTE
less than 29 tons per year)

(13) Resource Recovery
(14) Electric Utility Boilers Alt Energy

Rule 1309.1 - Priority Reserve
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Provisions Covered by Equivalency Showing

The Priority Reserve, which is funded from AQMD%set accounts, provides a source of
emission offsets for certain priority categoriesofirces. Except as noted below, these offsets
are provided by AQMD at no cost to the operatone Various categories of sources eligible to
access the Priority Reserve are summarized below:

Y

)

®3)

(4)

(®)

Innovative Technology

Use of a technology that results in significantdwér emissions than would the use of
BACT.

Research Operations

Projects with the purpose of “investigation, [expemtation], or research to advance the
state of knowledge or the state-of-the-art.” Ladito at most two years.

Essential Public Service

Sources in the following categories located atlifaes where all sources operate at or
below BARCT levels

= Publicly-owned sewage facilities;

Prisons;

Police facilities;

Fire fighting facilities;

Schools;

Hospitals;

Construction/operation of landfill gas control sopessing facility;

Water delivery operations;

Public transit; and

= Public Biosolids processing facilities.

Electrical Generating Facilities (2000 through 200

Specified categories of facilities that generageteicity; meet BARCT for all sources;
applicant has conducted a due diligence efforctjusie ERCs on the open market;
applicant has applied for California Energy Comioisertification or AQMD permit to
construct during calendar years 2000, 2001, 2002003; and applicant pays the
following fee for each pound of Priority Reservésefs obtained (VOC and NOx not
available for these sources):

= $25,000 per pound PM10 and day;

= $8,900 per pound SOx per day; and

= $12,000 per pound CO per day.

Electrical Generating Facilities, Energy ProjectsRegional Significance, Electrical
Generating Facilities in Downwind Air Basins, andrNPublic Biosolids Processing
Facilities (2005 though 2008)

Electrical generating facilities, energy projectsregional significance, electrical
generating facilities in downwind air basins, anshapublic biosolids processing
facilities that meet BARCT for all sources; applithas conducted a due diligence effort
to acquire ERCs on the open market; applicant hgdiad for California Energy
Commission certification or AQMD permit to constrdaring calendar years 2005
2006, 2007, or 2008; and applicant pays the foltayiee for each pound of Priority
Reserve offsets obtained (VOC and NOx not avaifablthese sources):

= $50,417 per pound PM10 and day;

=  $15,083 per pound SOx per day; and
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Provisions Covered by Equivalency Showing

= $12,000 per pound CO per day;

(6) Electrical Generating Facilities in Downwind Air Bes, (2005 though 2008)
Electrical generating facilities in downwind air sias, that meet BARCT for all sources;
applicant has conducted a due diligence effortaguare ERCs on the open market;
applicant has applied for California Energy Comnisscertification or AQMD permit
to construct during calendar years 2005 2006, 2@ 72008; and applicant pays the
following fee for each pound of Priority Reservisets obtained (NOx, SOx, CO, and
PM10 not available for these sources):
=  $1,410 per pound VOC per day.

Rule 1309.2 - Offset Budget

Sources that are not exempt from offset requiresnpatsuant to Rule 1304 and are not eligible
to obtain offsets from the Priority Reserve mayagbbffsets from the Offset Budget provided
they meet certain critefia

(1) All sources the applicant owns or operates comjitly BARCT;
(2) Applicant has conducted a due diligence effortcguire ERCs on the open market;

(3) Applicant pays the appropriate mitigation fee (lobse pollutant and pounds of offsets
obtained) specified in Regulation 1l — Fees; and

(4) Applicant publishes a notice (prepared by AQMD'sE&xtive Officer) in a newspaper of
general circulation in each of the four countieA@MD, sends copies of the notice to the
Administrator of EPA’s Region IX and the Executi®éficer of the California Air Resources
Board, and responds to all public comments recenittdn 30 days of publication.

! The Offset Budget has not been implemented bedahas not been approved into the State Implentient®lan
as required by the express terms of Rule 1309 @®dfcan be implemented
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APPENDIX Il AFFACHMENT—C
PROVISIONAL FINAL DETERMINATIONS OF EQUIVALENCY
FOR 2002-2003 AND 2003-2004

SYNOPSIS

This report presentsrovisionalfinal determinations of equivalency for August 2@8rough

July 2003 and August 2003 through July 2004. Ashsit provides provisional information
regarding the status of Regulation Xlll — New SeuReview (NSR) in meeting federal NSR
requirements and shows that AQMD’s NSR programiwa&empliance with applicable federal
requirements during the periods covered. Staffioadinalized all elements of the data analysis,
but has taken a conservative approach so doexpettdarge changes in the results (small
increases in some ending offset account balancgootar). A second report will be prepared
presenting the final determinations upon completibstaff's data analysis. This second report
will satisfy the reporting requirements of subdiers (b) of Rule 1310 — Analysis and Reporting
and of subdivisions (c) and (d) of Proposed Rulis1-3FederaNew Source Review Tracking

System PRI31PR 1315.

SUMMARY

AQMD’s NSR Rules and Regulations are designed ppastt efforts to attain and maintain
compliance with the federal and state air qualisndards and to ensure that emissions increases
from new and modified sources do not interfere witbh efforts, while maintaining economic
growth in the South Coast region. Regulation XINew Source Review regulates emissions
increases and accounts for all emission changéh icreases and decreases) from the
permitting of new, modified, and relocated sounséhin AQMD with the exception of NOx

and SOx sources subject to Regulation XX — Regi@h@hn Air Incentives Market

(RECLAIM)™.

The annual reports on the status of Regulation ¢fihkal determinations of equivalency, or

FDE) cover NSR activities for twelve-month periaigl the last report submitted to the Board
on April 2, 2004 covered the period from August 2@@rough July 2002 for both federal and
state NSR requirements. The provisional FDEs ptegén this report cover the periods August
2002 through July 2003 and August 2003 through 2084 and demonstrate compliance with
federal NSR requirements by establishing aggregguésalence with federal offset requirements
for sources which obtain their offsets from AQMB.separate FDE report presenting the FDEs
for these two time periods will be prepared by AQMIBff and submitted to the Governing

! While the RECLAIM program is different than commeemttl control rules for NOx and SOx and it provides
greater regulatory flexibility to businesses, itSRIrequirements, as specified in Rule 2005, arigted to
comply with the governing principles of NSR contadrin the federal Clean Air Act (CAA) and the Catifia
State Health and Safety Codes.
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Board. This FDE will also address equivalency leemwAQMD’s NSR program and state NSR
requirements.

The provisional results of the analysis for the Astg2002 through July 2003 and August 2003
through July 2004 timeframes are summarized befofiabledIl €-1 andlll €-2, respectively.
Additionally, projected credits, debits, and baksfor the August 2004 through December 2005
and the January 2006 through December 2006 timeBare presented in TableS-3. These
results demonstrate that there were, and it iepteql that there will be, adequate offsets
available to mitigate all emission increases dutiragse reporting periods. This report, therefore,
demonstrates that AQMD’s NSR program continueseetrfederal offset requirements and is
equivalent to those requirements on an aggregate’ ba

Table lllE-1
August 2002 through July 2003 Starting Balances,
Net Activity, and Ending Balances for AQMD’s Offset Accounts

DESCRIPTION vVOC NOXx SOx ({0 PM10
Starting Balance* (ton/day)| 68.37 28.77 10.72 7.84 7.66

Total Credits** (Ib/day)| 13,515 5,908 545 7,149 3,480

Total Debits** (Ib/day)| -1,424 -2,066 -135 -4,544 -211

Sum of Credits/Debits** (Ib/day) 12,091 3,842 410 2,605 3,269
Sum of Credits/Debits** (ton/day) 6.05 1.92 0.20 1.30 1.63
Surplus Adjustment*** (ton/day)| -0.46 -0.44 0.00 0.00 0.00
Ending Balance**** (ton/day)| 73.96 30.25 10.92 9.14 9.29

* The revised 2002 running balances as shown in Table 5 of the staff report and Table IA-1

of Appendix IAttachment-A.

**  Refer to PRE315PR 1315(b) and the staff report to which this report is attached for an
explanation of the sources of credits and debits. Credits are shown as positive and Debits
as negative, while sum of Credits/Debits and Net Activity are shown as positive or
negative, as appropriate.

***  Surplus at the time of use discount pursuant to PR1315PR 1315(b)(4).

**x "Ending Balance” equals the “Starting Balance” plus the sum of credits and debits and plus
any surplus adjustments.

2 AQMD’s NSR program is deemed to be equivalenetiefal offset requirements because AQMD’s endiffigeof
account balances remained positive, indicatingethesre adequate offsets during this period.
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Table llIE-2
August 2003 through July 2004 Net Activity, Startin g Balances,
and Ending Balances for AQMD’s Offset Accounts

DESCRIPTION VOC NOx SOx Cco PM10

Starting Balance* (ton/day)| 73.96 30.25 10.92 9.14 9.29

Total Credits** (Ib/day)| 18,795 3,912 1,833 5,634 2,639

Total Debits** (Ib/day) -539 -1,610 -3 -3,521 -245

Sum of Credits/Debits** (Ib/day) 18,256 2,302 1,830 2,113 2,394
Sum of Credits/Debits** (ton/day) 9.13 1.15 0.92 1.06 1.20
Surplus Adjustment*** (ton/day)| -0.52 -2.21 -0.59 0.00 0.00
Ending Balance**** (ton/day)| 82.57 29.19 11.24 10.20 10.49

* Same as “Ending Balance” from Table lIS-1

*  Refer to PR1315PR 1315(b) and the staff report to which this report is attached for an
explanation of the sources of credits and debits. Credits are shown as positive and Debits
as negative, while sum of Credits/Debits are shown as positive or negative, as
appropriate.

***  Surplus at the time of use discount pursuant to PR1315PR 1315(b)(4).

**x  "Ending Balance” equals the “Starting Balance” plus the sum of credits and debits and plus
any surplus adjustment.
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Table lllS-3
Projected Credits, Debits, and Balances for August 2004 through
December 2005 and January 2006 through December 200 6
(Tons per _Day)

DESCRIPTION VOC NOx SOx (6{0) PM10
8/2004 Starting Balance* 82.57 29.19 11.24 10.20 10.49
8/2004-12/2005 Credits**|  7.58 2.79 0.67 2.88 1.89
8/2004-12/2005 Debits**| -1.04 -1.11 -0.02 -2.36 -0.43
8/2004-12/2005 Surplus Adjustment| -1.82 -0.97 -0.19 0.00 0.00
12/2005 Ending Balance** 87.29 29.90 11.70 10.72 11.95
Removal of Unused Initial| -20.89 -3.85 -7.40 0.00 0.00
Balances**
1/2006 Starting Balance** 66.40 26.05 4.30 10.72 11.95
1/2006-12/2006 Credits** 5.35 1.97 0.47 2.03 1.34
1/2006-12/2006 Debits**|  -0.74 -0.78 -0.01 -1.67 -0.30
1/2006-12/2006 Surplus Adjustment| -1.31 -0.76 -0.13 0.00 0.00
12/2006 Ending Balance** 69.70 26.48 4.63 11.08 12.99

* Same as “Ending Balance” in Table [lIE-2.
**  Projected pursuant to PR1315PR 1315(d).

BACKGROUND

AQMD originally adopted its NSR program in 1976.SUEPA approved AQMD’s NSR
program into California’s State Implementation Piaitially on January 21, 1981 (46FR5965)
and again on December 4, 1996 (61FR64291). Tiginafiprogram has evolved into the
current version of the Regulation XlII rules inpesse to federal and state legal requirements
and the changing needs of the local environmentandomy. The most recent amendments to
the NSR rules were adopted on December 6, 200&tilitdte and provide additional options for
credit generation. The most notable changes isetlanendments are summarized below:

e Short Term Credits (STC)
Rules 1303 — Requirements and 1309 — Emission Rieducredits and Short Term Credits
now provide for the generation and use of shorh teffsets for stationary sources. These
credits can be generated by stationary sourcess@ioni Reduction Credits or ERCs), mobile
sources (MSERCSs), and area sources (ASERCS).
« Extended ERC Filing Deadline
Rule 1309 — Emission Reduction Credits and ShamnT@redits’ deadline to apply to bank
an ERC was extended from 90 days after to 180 afgsthe emission reduction occurring.
« Offset Budget
Rule 1309.2 — Offset Budget creates a “bank ofrlesrt” to provide offsets for sources that
are unable to otherwise obtain needed offsets.
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Also in April and November 2001, AQMD amended R1889.1 to allow electric generating
facilities (EGFs) to be able to access the PridRiggerve to purchase emission credits. The
amendments to Rule 1309.1 were approved by EPAhet&IP on June 19, 2006. EPA has not
yet taken SIP action on the amendments to Rule3 486 1309 or the adoption of Rule 1309.2.
EPA has indicated that AQMD’s adoption of an enaisgiracking rule (such @&Ri31PR

1315 is necessary before Rule 1309.2 can be approvedtie SIP.

AQMD’s NSR program is designed, amongst other thing, at a minimum, offset emission
increases in a manner equivalent to federal st3tld8R requirements. To this end, AQMD’s
NSR program implements the federal statutory reguénts for NSR and ensures that
construction and operation of new and modified sesidoes not interfere with progress towards
attainment of the National and State Ambient Ai{ty Standards. AQMD’s computerized
emission tracking system is utilized to demonsteafgivalence with federal offset requirements
on an aggregate basis. Specific NSR requiremériiezleral law are presented below.

Federal Law

Federal law requires the use of Lowest AchievalnigsBion Rate (LAER) and offsets for new,
modified, and relocated major stationary soutcé&ffective November 15, 1992, the federal
Clean Air Act (CAA) requires a 1.5-to-1 externalsaft ratio for major stationary sources located
in an extreme ozone non-attainment area. Forepisrting period] the South Coast Air Basin
(SOCAB) is one of only two areas in the nation tieg been designated as extreme ozone non-
attainment. An extreme ozone non-attainment ar@aqualify for a 1.2-to-1 offset ratio if it
requires implementation of federal Best Availabtn@ol Technology (BACT), as defined in
CAA Section 169(3) for prevention of Significant®goration of Air Quality on all major
sources [CAA Section 182(e)(1)]. The federal d&éin of BACT is equivalent to state Best
Available Retrofit Control Technology (BARCT), wiicAQMD implements through its
Regulation XI — Source Specific Standards and o@D rules and regulations. AQMD
meets this criterion and uses a 1.2-to-1 offséb.rdh addition, AQMD not only requires the
1.2-to-:§ offset ratio for all federal sources, bl#p requires the same offset ratio for non-federal
source

8 The October 20, 2000 amendments to Rule 1302 inibefis changed the "major stationary source"shoéds applicable to
AQMD’s jurisdiction. The applicable thresholds thg the time period covered by this report wersw@amarized below:

Pollutant SOCAB SSAB MDAB
VOC 10 tons per vear 25 tons per vear 100 tons per vear
NOx 10 tons per year 25 tons per year 100 tons per year
SOx 100 tons per vear 100 tons per year 100 tons per year
PM10 70 tons per year 70 tons per year 100 tons per year
CO 50 tons per year 100 tons per year 100 tons per year

4 The South Coast Air Basin is currently classifigcHPA in severe 17 ozone non-attainment statusveder, this basin was
designated as extreme non-attainment during thertieg periods covered by this demonstration ofiesjance.

® Non-federal sources that do not meet any of tleengsion criteria of Rule 1304 and that do not dyab obtain
offsets from the Priority Reserve are also requingdQMD to provide offsets (i.e., ERCSs) at a raifal.2-to-1.
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Based on their classification, the SOCAB and SaBea Air Basin (SSAB) must comply with

the requirements for extreme and severe non-at@ihareas, respectively, for ozone precursors
(i.e., VOC and NOx). Both the SOCAB and the SSABstrat this time comply with the
requirements for serious non-attainment areasNtt@Pand its precursors (i.e., VOC, NOx, and
SOx). For CO, the SOCAB must comply with the regmients for serious non-attainment areas;
however SSAB is considered attainment for CO. SB®Ad one federal CO exceedance in
2002 and has not had any since that time. AQMDréagsested EPA to re-designate SOCAB as
attainment with federal CO standards and is waitimgePA’s action on that request. Both
SOCAB and SSAB are considered attainment fos &t@ NQ, however SOx and NOx are
precursors to pollutants for which both SOCAB ah\B are designated as non-attainrfient

The Mojave Desert Air Basin (MDAB) is currently dassified for all pollutants. The various
attainment statuses for the VOC, NOx, SOx, PM1@,@@ in the three air basins for this
reporting period result in the major source thrédhpresented by pollutant and air basin in
footnote 3 on the previous page. This report destnates compliance with the federal NSR
requirements.

OVERVIEW OF ANALYSIS METHODOLOGY

The two major elements of federal NSR requiremargd AER and emission offsetting.
AQMD’s BACT requirements are at least as stringenfederal LAER for major sources.
Furthermore, the NSR emission offset requiremdras AQMD implements through its
permitting process ensure that sources providesaoniseduction credits (ERCs) to offset their
emission increases in compliance with federal reguénts. As a result, these sources each
comply with federal offset requirements by provigliheir own ERCs. However, certain sources
are exempt from AQMD’s offset requirements pursuariRule 1304 or qualify for offsets from
AQMD’s Community Bank (applications received betwégctober 1, 1990 and February 1,
1996 only) or Priority Reserve, both pursuant t¢éeRlB09.1. AQMD has determined that
providing offset exemptions and the Priority Resegi@as well as the previously-administered
Community Bank) is important to the NSR program #iredlocal economy while encouraging
installation of control equipment. Therefore, AQNIBs assumed the responsibility of providing
the necessary offsets for exempt sources, theityrRkeserve, and the Community Bank. This
report examines credits to and debits from AQMDrtgssion offset accounts and demonstrates
programmatic equivalence on an aggregate basisfedtdral emission offset requirements for
the sources exempt from providing offsets and theces that receive offsets from the Priority
Reserve or the Community Bank.

AQMD’s Offset Accounts

For the purposes of this report, debit and credibanting for AQMD’s offset accounts was
conducted pursuant to the procedures delineate&® B+ R 1315and described in the staff
report to which this is attached. Each of the fieiutants subject to offset requirements (VOC,
NOx, SOx, CO, and PM10) has its own offset accodt@MD’s NSR program is considered to
provide equivalent or greater offsets of emissesmgequired by federal requirements for each
subject pollutant provided the balance of credifsih AQMD’s offset account for each
pollutant remains positive, indicating that therergvadequate offsets available.

® SOx is a precursor to PM10 and NOXx is a prectirsboth PM10 and ozone.
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Debit Accounting

On the other hand, AQMD also tracks all emissiameases that are offset through the Priority
Reserve or the Community Bank, as well as all mees that are exempt from offset
requirements pursuant to Rule 1304 — Exemptior®s@ increases are all debited from
AQMD’s offset accounts when they occur at majorrses. AQMD uses an offset ratio of 1.2-
to-1.0 for extreme non-attainment pollutants (cotlgeozone and ozone precursors) and uses
1.0-to-1.0 for all other non-attainment pollutafiien-ozone precursors) at this time to offset any
such increases. That is, at this time 1.2 pourelsleducted from AQMD'’s offset accounts for
each pound of maximum allowable permitted potemtiamit VOC or NOx increase at a federal
source 1.0 pound for each pound of maximum allogvglekmitted potential to emit SOx, CO, or
PML10 at a federal source. Refer to #el31%R 1315staff report for a more complete
description of debit accounting.

Credit Accounting

When emissions from a permitted source are perntignmexuced (e.g., installation of control
equipment, removal of the source) and the emisgidaction is not required by rule or law and
is not called for by an AQMP control measure tre heen assigned a target implementation
daté, the permit holder may apply for ERCs for the pelhts reduced. If the permit holder for
the source generating the emission reduction hexqursly received offsets from AQMD or has
a “positive balance” (i.e., pre-1990 net emissimeréase), the quantity of AQMD credits used or
the amount of the positive balance is subtracteoh fihe reduction and “paid back” to AQMD’s
accounts prior to issuance of an ERC pursuant te RR06. In other cases, permit holders do
not always submit applications to claim ERCs faittequipment shutdowns or other eligible
emission reductions. These unclaimed reductiomsederred to as “orphan shutdowns” or
“surplus reductions” and are credited to AQMD’sseffaccounts. ERCs provided as offsets by
major sources in excess of the applicable federaliyired offset ratio and all ERCs provided as
offsets by minor sources are also credited to AQ#/dffset accounts. Refer to tR&131PR
1315staff report for a more complete description @dir accounting.

PROVISIONAL DEMONSTRATIONS OF EQUIVALENCE WITH FEDE RAL OFFSET
REQUIREMENTS

Tablelll €-4 presents the total emission increases debited AQMD’s offset accounts from
August 2002 through July 2003. Credits to AQMDffset accounts during the same period are
summarized in TablBl €-5. Finally, the sum of debit and credit activity the federal accounts
is displayed in Tabldl ©-6. Similarly, Tabledll &-7, 1l €-8, andlll €-9 summarize the debits,
credits, and net activity, respectively, for AugRe03 through July 2004. ReferRRi31iHR
1315and the staff report to which this report is ditt for an explanation of the sources of
credits and debits.

" Refer to Rule 1309(b) for a complete explanatibaligibility requirements.
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Table llic-4
Debits from AQMD’s Offset Accounts
(August 2002 through July 2003)

DISTRICT OFFSETS USED VOC NOx SOx CcO PM10
Priority Reserve* (Ib/day)| 383 867 135 2,249 159
Community Bank (Ib/day) 0 14 0 0 0

Rule 1304 Exemptions (Ib/day)| 804 841 0 2,295 52

Sum Total of AQMD Offsets (Ib/day)| 1,187 | 1,722 135 4,544 211
120% Offset Ratio (Ib/day)| 237 344 N/A N/A N/A
Total Debit to AQMD Account  (Ib/day)| 1,424 | 2,066 135 4,544 211

Total Debit to AQMD Account  (ton/day)| 0.71 1.03 0.07 2.27 0.10
* Includes electrical generating facilities and other sources accessing the Priority Reserve.

Table llIS-5
Credits to AQMD’s Offset Accounts
(August 2002 through July 2003)

CREDITS RECEIVED* VOC NOXx SOx CO PM10
Major Source Orphan Credits (Ib/day)| 4,619 | 4,289 58 3,995 | 2,879

Minor Source Orphan Credits (Ib/day)| 11,955 | 2,998 549 4,690 | 1,253
Total Orphan Credits (Ib/day)| 16,574 | 7,287 607 8,685 | 4,132
Adjustment to Actual Emissions* (lb/day)| -3,315 | -1,457 | -121 | -1,737 | -826

Discount of ERCs** (Ib/day)| 31 0 38 15 30
Creditable Minor Source ERC Use (Ib/day)| 225 78 21 147 139
Creditable Major Source ERC Use (Ib/day) 0 0 0 39 5

Total Credit to AQMD Account  (Ib/day)| 13,515 | 5,908 545 7,149 | 3,480

Total Credit to AQMD Account  (ton/day)| 6.76 2.95 0.27 3.57 1.74

*  Adjustment of orphan shutdown and orphan reduction offset credits deposited in AQMD
offset accounts to correct from potential emissions to actual emissions pursuant to
PR1315PR 1315(b)(3)(B)(i)-

** “Payback” of NSR balance, Community Bank and Priority Reserve allocations, and offset
exemptions pursuant to PR1315PR 1315(b)(3)(v) and Rule 1306(c).
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Table |IIS-6
Sum of Credits/Debits Activity in AQMD’s Offset Acc ounts
(August 2002 through July 2003)

VOC NOx SOx CO PM10

Total Debits* (Ib/day)| -1,424 -2,066 -135 -4,544 | -211

Total Credits* (Ib/day)| 13,515 5,908 545 7,149 | 3,480

Sum of Debits(- )/Credits(+)* (Ib/day) | 12,091 | 3,842 410 | 2,605 | 3,269

Sum of Debits(-)/Credits(+) * (ton/day) | 6.05 1.92 0.20 1.30 1.63

* Debits are shown as negative and Credits as positive, while their sum is shown as negative
or positive, as appropriate.

Table [1G-7
Debits from AQMD’s Offset Accounts
(August 2003 through July 2004)

DISTRICT OFFSETS USED VOC NOx SOx CcO PM10
Priority Reserve* (Ib/day)| 99 517 0 919 0
Community Bank (Ib/day) 0 0 0 0 0

Rule 1304 Exemptions (Ib/day)| 350 825 3 2602 245

Sum Total of AQMD Offsets (Ib/day)| 449 1,342 3 3,521 245

120% Offset Ratio (Ib/day)| 90 268 N/A N/A N/A

Total Debit to AQMD Account  (Ib/day)| 539 1,610 3 3,521 245

Total Debit to AQMD Account  (ton/day)| 0.27 0.80 0.00 1.76 0.12

* Includes electrical generating facilities and other sources accessing the Priority Reserve.
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Table |IlS-8
Credits to AQMD’s Offset Accounts
(August 2003 through July 2004)

CREDITS RECEIVED* VOC NOx SOx CcO PM10

Major Source Orphan Credits (Ib/day)| 6,355 841 7 3,749 467
Minor Source Orphan Credits (Ib/day)| 16,850 | 3,953 | 2,259 | 3,060 | 2,653
Total Orphan Credits (Ib/day)| 23,205 | 4,794 2,266 6,809 3,120
Adjustment to Actual Emissions* (Ib/day)| -4,641 | -959 -453 | -1,362 | -624

Discount of ERCs** (Ib/day) 7 0 0 0 0
Creditable Minor Source ERC Use (Ib/day)| 224 77 20 148 139
Creditable Major Source ERC Use (Ib/day) 0 0 0 39 4

Total Credit to AQMD Account  (Ib/day)| 18,795 | 3,912 | 1,833 | 5,634 | 2,639

Total Credit to AQMD Account  (ton/day)| 9.40 1.96 0.92 2.82 1.32

*  Adjustment of orphan shutdown and orphan reduction offset credits deposited in AQMD
offset accounts to correct from potential emissions to actual emissions pursuant to
PR1315PR 1315(b)(3)(B)(i).

** “Payback” of NSR balance, Community Bank and Priority Reserve allocations, and offset
exemptions pursuant to PR1315PR 1315(b)(3)(v) and Rule 1306(c).

Table lIS-9
Sum of Credits/Debits Activity in AQMD’s Offset Acc ounts
(August 2003 through July 2004)

VvOC NOx SOx CO | PM10
Total Debits* (Ib/day)| -539 | -1,610 -3 -3,521 | -245
Total Credits* (Ib/day)| 18,795 3,912 1,833 5,634 | 2,639
Sum of Debits(- )/Credits(+)* (Ib/day) | 18,256 | 2,302 | 1,830 | 2,113 | 2,394
Sum of Debits(-)/Credits(+) * (ton/day) | 9.13 1.15 0.92 1.06 1.20

* Debits are shown as negative and Credits as positive, while their sum is shown as negative
or positive, as appropriate.

The sum of credits and debits activity from thiglgais (the sum may be positive or negative) is
added to the starting offset account balance fcin allutant to calculate the offset account
ending balance which is then used to determine tange with federal NSR requirements.
Refer to Tabldll -1 for a summary of starting and ending accourdrzgs for the August 2002
through July 2003 reporting period and Talble€-2 for the August 2003 through July 2004
reporting period.
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ELECTRICAL GENERATING FACILITY ACCESS TO PRIORITY R ESERVE

The April 2001 amendments to Rule 1303 — Requirésnamd Rule 1309.1 — Priority Reserve
provide EGFs with access to PM10 offsets from thery Reserv& Subsequently, the
November 2001 and May 2002 amendments to Rule 13§anded EGF access to Priority
Reserve offsets to include SOx and CO. Tabfe-10 summarizes the Priority Reserve offsets
provided to EGFs during the August 2002 througly 2003 reporting period and Tahlec-11
summarizes it for the August 2003 through July 2@pbrting period. These priority reserve
debits are included in (not in addition to) the itkbummarized in Tabldd €-4, andlll &-7.

Table |lIS-10
EGF Access to Priority Reserve Offsets
(August 2002 through July 2003)

PM10 SOx (60]

Priority Reserve Offsets Used (Ib/day)| 514 0
Priority Reserve Offsets Used (ton/day)| 0.26 0
Table llIS-11

EGF Access to Priority Reserve Offsets
(August 2003 through July 2004)

PM10 SOx CoO
Priority Reserve Offsets Used (Ib/day)| 15 0
Priority Reserve Offsets Used (ton/day)| 0.01 0

CONCLUSIONS

The analysis presented in this report demonstthtgsAQMD’s NSR program provides
equivalent offsets to those required by federal N&Riirements and is at least equivalent to the
federal requirements on an aggregate basis. ®hidgsion is based on the fact that the ending
offset account balances for both of the reportiaggals covered by this report (August 2002
through July 2003 and August 2003 through July 208 shown in Tabldd €-1 andlll €-2,
respectively, remained positive for all pollutanfe majority of sources subject to AQMD’s
permitting program are not major stationary soueses, therefore, are not subject to federal
offset requirements. The sums of credits to afmtsiérom AQMD'’s offset accounts during the
August 2002 through July 2003 and August 2003 thinoluly 2004 reporting periods were
positive for all pollutants in both years. Howeutie NOx offset account experienced a net
decrease for the August 2003 through July 2004rteygoperiod of 1.06 tons per day. This net
decrease occurred because the amount of the NPhusat the time of use discount pursuant to
PR131PR 131%b)(4) for this reporting period (-2.16 tons peydaas larger than the increase
due to the sum of credits and debits (1.11 tonslagy for the reporting period.

8 Refer to Rule 1309.1(a)(4) for eligibility requinents.

August9,-2006September 8, 2006




Provisional Final Determinations of Equivalency for 2002-03 and 2003-04 Page llIS-12

Staff will continue to track credits to and delfitm AQMD’s offset accounts and will provide
annual reports and equivalency demonstrationset®dard consistent withR131%R 13150
ensure that AQMD’s NSR program continues to opdrat®mpliance with federal NSR
requirements.
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This section provides a summary of comments reddivéwo letters to AQMD, both dated
August 15, 2006, one from a group of environmeatghnizationsand the other from Coalition
For a Safe Environment regarding the Draft Envirental Assessment for Proposed
Amendments to Rule 1309.1 and Preparation of Natidexemption for Proposed Rule 1315
along with the AQMD’s responses to such commeifitee summary of comments and AQMD’s
responses listed in this addendum include comnismisthe August 15, 2006 letters that relate
to Proposed Rule 1315.

Comments by the Group of Environmental Organizatiors

Comment #1.: (Page 5, Section 1I-B)
Proposed Rule 1315 has potential significant enwrental impacts.
Proposed Rule 1315 will govern availability of dtednd significantly
alters existing credits in internal accounts.

Response  Proposed Rule (PR)1315 is intended to merely meatiggiand formalize
the accounting procedures used by AQMD for fede@IR offset tracking.
The AQMD has been maintaining a tracking systenfieideral NSR
offsets for several years, and the purpose of PE 18not to govern
availability of credits, but to incorporate the fadl NSR offsets
accounting procedures into a rule. EPA has receetstQMD to
incorporate the accounting procedures into a raertore formalize the
tracking system. In addition to formalizing thddeal NSR offsets
tracking, PR 1315 makes the NSR offsets prograne stangent by
providing backstop measures, as requested by EP#Zase there are any
shortfalls in AQMD’s federal NSR offset accourttwever, the
occurrence of any shortfall is speculative, as AQMI3 never
experienced such an event. Therefore, PR 1315l¢gldaes not have any
significant adverse environmental impacts.

Proposed Rule 1315 does not, directly or indisecesult in any adverse
effect on the environment. It does not in itse$iutt in any more credits
becoming available for use by projects, which nimntselves have an
effect on the environment. Access to creditsasiged through other
District rules, such as 1309.1 (Priority Resenand 1304 (exemptions).

1 ; - )
The group of environmental organizations includes:

California Communities Against Toxics
California Environmental Rights Alliance
California Safe Schools

Center for Community Action and Environmental Jeesti
Coalition for Clean Air

Coalition for a Safe Environment
Communities for a Better Environment
Del Amo Action Committee

Natural Resources Defense Council
Sierra Club-Harbor Division Task Force
Society for Positive Action

September 8, 2006




CEQA Comments and Responses Page A-3

PR 1315 may actually provide a benefit to tharenment, although that
effect is not foreseeable because it is unknownrhany credits will be
used and because the District has never experieacdrtfall in credits,
so a future shortfall is not foreseeable. Under slgstem in effect before
the adoption of Rule 1315, sources may accesstsrégough Rules
1309.1 and 1304 without regard to whether the swill be able to
show equivalency with federal requirements, i.&hout regard to
whether there are credits “in the bank.” Under BU309.2, credits may
not be accessed until EPA approves the rule ired3tP. In contrast,
under Rule 1315, backstop provisions, the Distriditeach year project
whether credits will be available for future usegdaf not, cease funding
the Priority Reserve. If the final determinatioheguivalency does not
demonstrate equivalency, the AQMD must implemerkdi@ap measures
to return to equivalency. Therefore, PR 1315 nrayide a beneficial
effect on the environment by assuring that crestiésavailable in the
bank before a source is permitted, thus assuriagjiticreases in
emissions resulting from such sources are fullgedff Thus, it can be seen
with certainty that there will be no adverse enwimental impacts from
PR 1315.

In addition, PR 1315 is not even a “project” umdeEQA because the
CEQA definition requires that a “project” may causéher a direct
physical change in the environment, or a reasonéirgseeable indirect
physical change in the environment. Pub. Res2C085. The comment
asserts that PR 1315 will govern availability oédits. The comment
does not explain how this may result in an advefect on the
environment. And as discussed above, Rule 131igés a brake on the
availability of credits, not an increase. But evEthhe comment were
correct, PR 1315 would not result in an adverseatfbn the environment.
According to a leading treatise, “Agency actiontthaerely establishes its
ability to take a later action that will affect tie@vironment but does not
commit the agency to a definite course of actiamisa project subject to
CEQA.” 1 Kosta & Zischke, Practice Under the Catlifia

Environmental Quality Act, 84.20 (p. 171). In ga&ms to Enforce CEQA
v. City of Rohnert Park (131 Cal. Apg" 4594 (2005), the court
explained that where a city’s Memorandum of Unaerding with an
Indian Tribe established a source of funds for feitlevelopment of a
casino, but did not obligate the City to undertakeelopment, the MOU
was not a “project.” Similarly, where a school ttist established a
community facilities district to raise funds foihsol development, this
was not a “project.” Kaufman & Broad South Bayclrv. Morgan Hill
Unified School Dist. (1992) 9 Cal. Apg” 464. Even if PR 1315 may
increase the number of credits that will be avd#ain the future, this is
analogous to the financing mechanisms discussttkiabove cases, and
is not a “project” under CEQA because any futurepamts are not
“reasonably foreseeable.” It is not foreseeableetiter PR 1315 will
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Comment #2:

make these credits available. Also, the Distrmtsinot have any way of
knowing what projects, if any, will use any suduifel credits. CEQA will
be performed by the lead agency at the time thgi®are given
development permits. CEQA law is clear that altioenvironmental
analysis must be performed as early as feasibédldav environmental
considerations to influence the project, it mustlage enough to provide
meaningful information for environmental assessriestand Tall on
Principles v Shasta Union High School District, 23&l. App. 3d 772
(1991). In that case, selecting a “preferred” sfte a new high school
was not “approval” of a “project” under CEQA. Inhis case, any attempt
to analyze environmental impacts of future projesisild be speculation,
which CEQA does not require. CEQA Guidelines, 8551Therefore, PR
1315 is not a “project” under CEQA, and it can bees with certainty
that it will not result in significant adverse imgia.

(Page 5, Section 11-B-1)

By implementing modifications to Rule 1315 offsetdit accounting,

Response

AQMD would reduce state regulations in relatiorigideral requlations
and cause backsliding to, and in some cases, gxestall standards.

As indicated earlier, PR 1315 is merely formalizthg AQOMD'’s federal

NSR offset tracking system into a rule as per’ER&guest. AQMD is not

modifying its existing rules or regulations and PRL5 is strictly for
federal NSR offset tracking, as a result, AQMDasneducing any state
requlations. In addition, California Air ResourcBsard (CARB) has
reviewed PR 1315 and has not raised any issueslation to reducing
any state regulations. Therefore, there is no biding.

The commenter refers to §193 of the Clean Air A2t4.S.C. §7515), the

Comment #3:

General Savings Clause. This provision only limitsdifying control
requirements in effect prior to the 1990 CAA Amestih PR 1315 does
not modify any control requirements in effect ptimthe 1990
Amendments. Indeed, it does not modify any corgoplirements at all,
since until PR 1315 is adopted, there are no ra@gerning the NSR
equivalency showing.

(Pages 5 and 6, Section II-B-1)

ProposedRule 1315 makes minor source orphan shut-downsi@esof

Response

ERCs, which is less stringent than current EPA leggpns and violates
federal law.

Use of emission credits resulting from minor sowgehan shutdowns is

neither less stringent than current EPA requlations a violation of
federal law. Orphan shutdowns have always beeditaigle to AQOMD’s
offset accounts; AQMD has not quantified minor seusrphan
shutdowns historically because the balances ilAQ&ID’s offset
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Comment #4:

accounts were sufficient for foreseeable needswas not necessary for
staff to devote the resources to quantify and accfor this source of
credits. Furthermore, minor sources do (and alwlagge) generate ERCs
pursuant to AQOMD Rule 1309. These ERCs generateifor sources
can be and are used by major sources as emissfts&tpursuant to
AOMD Rule 1303. EPA has approved Rules 1303 affl ko the SIP

in 1996, and has also agreed that minor source ampshutdowns are
creditable and has not considered this to be cagitta any EPA
requlations. Furthermore, the statement “the CAgtate authority
retention clause...grants state power to make fedgamdards more
stringent, but not less stringent” is not correas, states have no authority
to affect federal standards. While it is true that).S.C § 7416 precludes
a state from adopting or enforcing emission stadddess stringent that
those set forth under 88 7411 or 7412, neitheho$é¢ sections apply to
emission credits.

(Page 6, Section 11-B-1)

Proposed Rule 1315 produces more state creditbdagame reduction

Response

and would violate the federal surplus requirements.

The purpose of PR 1315 is in fact to identify edfsieat are surplus to

federal NSR requirements. PR 1315 does not afatd offsets which are
separately accounted for state NSR purposes. diuating the federal
NSR offset tracking system, EPA has agreed thatrtlyecredits used by
AQMD are those that are surplus to federal NSR irements.

The commenter does not explain how PR 1315 woalat&ithe federal

Comment #5:

“surplus” requirement. All the credits allowed uadPR 1315 have been
carefully reviewed to assure that they are surpiufederal requirements

(Page 6, Section 11-B-2)

Rule 1315 retroactively increases the amount of ER@Gilable and is

Response

prohibited because it is not contemporaneous.

Retroactive adjustments to AQMD’s offset accouantking and

accounting have no impact on the contemporaneosssfadbe offsets in
AQMD'’s offset accounts. The notion of emissiopslits being
contemporaneous with the increases they are usefiget refers to the
timing of the emission reductions underlying thediis and the timing of
the emission increases that are being offset; ésdwot refer to the timing
of the accounting. That is, the emission reducsiatisfies the
contemporaneous test if it exists on or befordithe of the emission
increase. AQMD only uses credits after such radosthave taken place.
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All the credits referred to in PR 1315 are in esiste — i.e., the emission

Comment #6:

reductions had occurred — at the time they are yaad therefore are
contemporaneous with the emissions increase.

(Page 6, Section 1I-B-2)

A reduction is not creditable where the decreasmiissions has already

Response

been assumed under prior permitting rules. AQMB graviously relied
on offset ratios for certain facilities, so is d@ibounting ERCs by
reinstating a credit that has already been used.

For federal accounting purposes only, AQMD is takihe difference of

AQMD’s NSR offset ratio of 1.2 to 1.0 and the reggiifederal offset ratio
of 1.0 to 1.0 as a credit when an ERC is usedmagr source for SOXx,
CO or PM10. The additional 0.2 portion is not liexl’ on as federal
requirements for major source permitting since amfi.0 to 1.0 offset
ratio is required to meet federal NSR requiremenritie 0.2 portion would
be considered surplus for federal NSR accountinrggses which makes
it available as a credit. Therefore it is not colesed double counting.

Under PR 1315, SCAOMD is not using the same ctediteet federal

Comment #7:

equivalency requirements for two different sourcestead, the 0.2 credit
provided by certain sources is above and beyonglissi to) federal
requirements, and can be used to establish thapthgram as a whole is
equivalent to federal requirements.

(Page 6, Section I1-B-2)

Proposed Rule 1315 would take the 0.2 portion stohic emission

Response

reductions and use it in the AQMD's internal acdouendering it
temporary and contrary to the federal NSR requirgmfr credits to be

permanent.

As earlier stated, PR 1315 is only an accountinglmaism that accounts

Comment #8:

for offsets that are surplus to federal requirensesrid so, by itself, does
not cause any use of these offsets. Moreovenrdedguirements that
credits be permanent, means that emissions soueeding the credits be
permanently shut down as opposed to temporarily dbwn. As a result,
the original credits that were applied at a 1.21toffset ratio were all
permanent and in compliance with federal NSR regments. PR 1315
does not change that status.

(Page 7, Section 1I-B-3)

Proposed Rule 1315 contains provisions which waltkt the credits

available for purchase and would have real consemseto the physical
environment. Therefore it should not be exempnf@EQA.
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Response

PR 1315 is an accounting mechanism and will n@ralie quantity of

Comment #9:

emission reductions available from the Priority 8s®. Rule 1309.1
limits the quantity of offsets to be deposited thPriority Reserve each
quarter and, therefore, the quantity available they be used, if any.
However, as requested by EPA, PR 1315 enablesestsdithe Executive
Officer to discontinue funding the Priority Reseifvmsufficient credits
exist in AQMD federal offsets accounts or if a $fadlris projected to
exist. Currently there is no mechanism to disew@ifunding the Priority
Reserve due to an actual or projected shortageafits in AQOMD’s
offset accounts. As aresult, PR 1315 has thenpatéo benefit the
environment by triggering the discontinuation afding of the Priority
Reserve, but not of negatively impacting the enwitent. Therefore, PR
1315 does not have the potential for adverse sogmf impacts. (Also
please refer to response to Comment #1.)

(Page 7, Section 1I-B-4)

Proposed Rule 1315 is a violation of AB 1054's (F6&39616) anti-

Response

backsliding provisions because is allows more tsadio the offset
account under less stringent criteria, and stateplahibits the AQMD
from making its NSR rules less stringent than tiveye on December 30,
2002. (H. & S. 42504.)

As indicateckarlier, PR 1315 merely formalizes the AQMD'’s fedl&SR

offset accounting methodology. Moreover, the psepgaomethodology
would reduce the AQMD'’s overall offset accountgl®¥%. This is
calculated by summing the previously-reported 2082 offset account
balances and comparing it to the Revised 2002 totahing balances as
illustrated in Table 5. Therefore, PR 1315 doesvuialate any
backsliding provision. Also, CARB, which is chatgéth enforcing these
anti-backsliding provisions, has not raised objectivith the proposed
rule.

The commenter cites AB 1054 (H & S § 39616), whithorizes districts

to adopt “market-based incentive programs” meetiggtain
requirements. Section 39616, adopted in 199%tspplicable to
District NSR rules, because districts have impleettr and indeed have
been required to implement — such rules since $1®4, whereas the
authorization for “market-based incentive programsas only effective in
1992. Instead AB 1054 applies to market-basedrprog such as
RECLAIM, which allows sources to choose to eitlegiuce emissions or
obtain credits from another source that has reduesissions beyond
applicable requirements. Also, section 39616 fgyples that AB 1054
does not apply to district emission trades impdsedermit or rule that
are not part of a market-based incentive programglearly not all use of
credits is subject to AB 1054.
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Comment #10:

The commenter also cites SB 288 and H & S §42504tagh provides
that a district may not “amend or revise its newase review rules or
regulations to be less stringent than those thated on December 30,
2002.” PR 1315 cannot violate this provision simseof December 30,
2002, the District did not have any NSR rule gowegraccounting for
federal equivalency, so PR 1315 cannot be lessgetnt than 2002 rules.
Moreover, the District believes that SB 288 dodasapply to offset
requirements in any event. Finally, as noted ab&r 1315 actually
makes the existing program more stringent by limgificcess to credits
where the District projects that insufficient criesdivill be available.

(Page 8, Section II-B-4)

Proposed Rule 1315 would make current accountiactiges less

Response

stringent and roll them back compared to federdR ¥&ndards by
including certain credits which were not previoua¥ailable for purchase.
This change will increase available NOx credits3B96, which is an
example of backsliding from existing rules.

The proposed rule memorializes the currently alddaccounting

Comment #11:

practices. Some aspects (i.e. minor sources stwnslcetc.) of the
proposed accounting methodology were always avigildie entire
subject period, but due to the ample amounts avigland resource
constraints, weren't quantified in the past accanmt In addition, while
the amount of NOx has increased, the rest of tierier pollutants have
decreased by much greater percentages. For alifzoits, the revised
2002 balances have been reduced by an overall 42%ividual
reductions — excluding NOx - have ranged from aimar of 81% for
PM10 to 36% for VOC. Moreover, as indicated earltbese sources of
credits have always been available, but AQMD hatdoneviously
quantified them for purpose of accounting. Additikly, sources of NOx
emissions are combustion sources, which also e@jtF3110, and VOCs,
which again are being sharply decreased. Thusw or modified source
relying on the Priority Reserve would be limitedtsability to increase
NOx emissions, because of the more limited amadfir@®, PM10, and
VOCs. Therefore, there is no backsliding fronrent rules.

(Page 8, Section 1I-B-4)

The amount of past credits that AQMD claims willleduced are invalid

Response

due to lack of documentation which also is a violabf state and federal
law.

AQMD has decided to remove the past credits frerfeieral offset

accounts because it presently does not retain asymentation related to
the generation of such credits. This was a volynthange made by
AQMD in order to reach agreements with EPA on therall tracking
system. The credits were not removed becausevireyconsidered
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invalid, and up until this time had resided in AQM Mederal offset
account as an available source of credits. Alsdviis not requesting
any State Implementation Plan (SIP) emission redastfor such action.
Therefore, there is no violation of state or feddas.

EPA has previously approved the use of theseatsngedts 1996 approval

Comment #12:

of the District’'s NSR rules. Therefore, EPA did believe these credits
were invalid under federal law.

(Page 8, Section 1I-B-4)

Proposed Rule 1315 will take credit for 20% ex&ductions, thus what

Response

used to be 20% reduction from major sources widbinee a purchasable
credit, producing an offset ratio of 1:1, which sbiutes backsliding and a
violation of state law.

The use of 20% extra reductions as credits dubdmffset ratios is in

Comment #13:

recognition that federal law only requires a 1 teatio for SOx, CO, and
PM10. Although AQMD’s NSR rule requires a 1.2 iatlo, the
additional 20% reductions has always been a surfugederal NSR
requirements. The AQMD had previously not quadifuch surplus
credits and PR 1315 merely formalizes the procesitirat AQMD uses to
quantify such surplus credits. AQMD’s NSR rult sgquires a 1.2 to 1
offset ratio for all pollutants. Therefore, thaseno increase in emissions
or violations of the state law. CARB has alsofoand any violations of
state law in PR 1315. (Also please see responsennent #6 and to
comment #9, relating to backsliding.)

(Page 8, Section |I-B-5)

Proposed Rule 1315 retroactively reassigns ER®s énphan shutdowns

Response

without agreement from their original owners andngfully assumes the
right to deposit these newly created credits iriteed accounts without

retiring them.

As indicated earlier, PR 1315 merely memorializesAQMD'’s federal

NSR offset tracking procedures. The purpose df aacounting is to
demonstrate whether or not in the aggregate thexewsufficient credits
surplus to federal NSR requirements to offset gmge from major
sources which are exempt from providing offsethénform of ERCs
under AQOMD’s NSR program. If emission reductiossogiated with shut
down of equipment are to be used to offset emigisopaases from
sources that are not exempt from AQMD’s NSR ofésptirements, the
equipment operator must apply and obtain ERCs sldurce does not
apply for ERCs, then such emission reductions ansidered surplus to
federal requirements. AQMD uses the NSR trackinggalures to
quantify and track such reductions, as well aséases from major
sources which are exempt from offset requiremamiguAQOMD’s NSR
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program, in order to show that the overall emissieductions are equal

to or greater than the emission increases from smhrces. If a source
wishes to retire their reductions, it can apply or ERC and subsequently
retire the ERC. If they fail to do so, they hatardoned their credits,
giving up any right to control what will be donetlwthem. Finally, as
indicated before, the minor source orphan shutdolaage always been
surplus but not previously guantified. PR 1315sdioet increase or
decrease such credits, but rather formalizes tlee@dure used for
tracking and accounting for such reductions andeases.

Comment #14: (Page 12, Section 1I-C-4) AQMD piecaisi¢the CEQA analysis by
not addressing the environmental impacts of PARR1130L302 and
1315 together.
Response  As discussed in Response to Comment 1, PR 13Ifotviesult in any

adverse environmental impacts, and does not evelifyjas a “project”
under CEQA. Therefore, considering PR 1315 sephrditom PAR
1309.1 does not violate the requirement that a fect' include “the
whole of an action” (CEQA Guidelines §15378) an@sloot constitute

piecemealing.
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Comment #1:

Comments by Coalition for a Safe Environment

(Page 1, ltem #1) The amendments @aoacenvironmental

Response:

benefits and therefore violate CEQA.

Throughout this letter, the commenter fails taniifg what rule

Comment #2:

amendment is being referred to. For purposes gifoading where it is
unclear, AQOMD will assume the commenter refersRolB15. CEQA
does not require environmental benefit, so Comrhelttes not establish a
violation.

(Page 1, ltem #2) The amendmentsmeitehse cumulative impacts

Response:

by allowing new polluting facilities to be estahiexd, and will allow
new sources and types of pollution, in violatiorC&QA.

See response #1 to NRDC comment letter. PR 13dbrad cause any

Comment #3:

adverse environmental impact.

(Page 2, ltem #3) The amendments ale asthma in children,

Response:

respiratory health problems, cardiovascular diseasepremature
death, in violation of CEQA.

See response #1 to NRDC comment letter. PR 1dbrbt cause any

Comment 4:

adverse environmental impact.

(Page 2, ltem #4) The amendments allevexpansion of an illegal

Response:

pollution trading program and will allow an increasa pollution.

See response #1 to NRDC comment letter. Offegtgans for major NSR

Comment #5:

sources are not illegal but in fact required bydeal law.

Response:

(Page 2, Item #5) The amendments liNesiabsidize polluters by
allowing them to purchase credits at a cheap p#g®MD gives
polluters a license to kill and creates a permapsahtic health
crisis.

This comment refers to PAR 1309.1, not to PR 1Bddwever, the credit

prices contained in PR 1309.1 are intended to Ipeasentative of recent
market prices. Moreover, whenever AQMD issuesraipeit assures that
there will not be a significant increase in cri@fpollutant concentrations,
through Regulation XIlII, and assures that toxiclgkints will not create
risks beyond what the District Board has deeme@ptable in Rule 1401
(e.q., 10 in a million cancer risk and using Besaiable Control
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Comment #6:

Technology to reduce toxics). AQMD is doing eveny it its power to
reduce public health risks resulting from air padidun, including the most
stringent control program in the nation.

(Page 2, ltem #6) There were no meeimgnvironmental Justice

Response:

Communities where new toxic polluting facilitiesdreing
proposed. AQMD refused to extend the public contpeniod.
There is no need to adopt in September.

This comment pertains to PAR 1309.1. However, BBMermit process

Comment #7:

will assure that any new sources do not exceed leg#s on toxic
ollution.

(Page 3, ltem #7) AQMD failed to adseih newspaper, radio, or

Response:

television, attend any community meeting, or distteé public
information to the Environmental Justice Commusitieat will be
impacted by these amendments.

The public notices for the public consultation tmeeregarding PR 1315

and the two workshops regarding Proposed AmendéssRBARS) 1302
and 1309.1 described the proposed project and amcealithe date, time
and location of the meetings and the notices westegl in local
newspapers in each of the four counties. An In8tady and a Draft EA
were prepared for PARs 1302 and 1309.1 and botiNttee of
Preparation (NOP) and Notice of Completion (NOCYevpublished in
the Los Angeles Times which is the most widelyiloliseéd regional
newspaper in southern California. The NOP and NHIXD provided a
brief description of the proposed project and whitiee CEQA document
could be obtained or accessed. These noticesalspesent via e-mail to
interested parties, local cities, counties, schenudl fire department
contacts. Interested parties include citizen gspch as environmental
organizationsSpecifically, Julie Masters and Tim Grabiel frone th
Natural Resources Defense Council; Joseph K. Lyod From

California Environmental Rights Alliance; Scott KytBahrem Fazeli and
Agustin Eichwald from Communities for a Better Emviment; Mary Ann
Webster from the Sierra Club; Robina Suwol fromiféalia Safe
Schools; Cynthia Babich from Del Amo Action Conerittlan Musquit
from Center for Community Action & Environmentastice and Jesse
Marguez from the Coalition for a Safe Environmestaive all
notifications regarding all our CEQA actions. Fher, notices have been
sent to contacts in EJ communities such as Markamairre at the City of
Huntington Park, Julia Gonzalez at the City of Mapd, and Gretchen
Hardison and Wayne King at the City of Los Angélgsose jurisdiction
includes the Wilmington area). Finally, proposedes, staff reports and

September 8, 2006




CEQA Comments and Responses Page A-13

CEQA documents have been available online andeaS®AQMD'’s
Public Information Center.

Comment #8: (Page 3, ltem #8) AQOMD is misleadirgghblic by giving the
impression that new projects will be approved, wiiery may not
be. CEQA requires description of these projects.

Response: This comment pertains to PAR 1309.1. However, BQiss not implied
that any project will necessarily be approved. ADMill postpone the
portions of PAR 1309.1 which are not statutorilgmpt from CEQA to
give fuller CEQA consideration to non-exempt prtgec

Comment #9: (Page 3, Item #9) AQMD should have glved with its
Environmental Justice Advisory Committee.

Response: PR 1315 does not have any adverse impact on theoament, as
explained in Response to comment No. 1 to the ggbapvironmental
organizations’ comment letter.

Comment #10: (Page 3, Item #10) The amendmentateidlOMD, state, and
federal Environmental Justice Policies.

Response PR 1315 does not have any adverse impact andmimesolate any
environmental justice policies.

Comment #11: (Page 3, ltem #11) PR 1309.1 listsicespecific projects that have
not submitted permit applications. Why is theredescription of
these projects in the environmental assessment?

Response: This comment pertains to PAR 1309.1.

Comment #12: (Page 4, Iltem #12) CEQA requires radtives to activity.”
AOMD should have included alternatives to the prtsdisted in
Table 1 or the EA.

Response: This comment pertains to PAR 1309.1. However,atigvity” being
approved is PAR 1309.1, not the individual projébtt may in the future
be credits under PAR 1309.1. These projects willubject to full CEQA
analysis, including alternatives if there are amgnsficant adverse
impacts of such projects. AQMD will consider afi@tives to the
“activity,” i.e., PAR 1309.1 in its CEQA analysi$ that rule.

Comment #13: (Page 4, Iltem #13) AQOMD has not pmedidn assessment of
reasonably foreseeable impacts or appropriate aibig measures
for any of the projects listed in Table 1 or the.EA
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Response  This comment pertains to PAR 1309.1
Comment #14: (Page 4, ltem #14)
Proposed Rule 1315 accounting changes violategbergl NSR rules
which require that reductions be surplus and ppema AQMD is in
violation of the Clean Air Act and federal NSR.
Response: As indicated earlier, PR 1315 is merely formaligthe accounting

mechanism for federal NSR offset tracking. In tldi as indicated in
responses to comments #4 and #7 to the group obamental
organizations’ comment letter, the credits trackgdPR 1315 are both
surplus and permanent. Therefore, there are ntatians of the Clean
Air Act or federal NSR.
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